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The  five  icons  that  appear  below  indicate  to  both  students  and  facilitators  that  a 
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In  FIN  102  you  were  introduced  to  the  accounting  cycle  up  to  the  trial  balance  stage.  You  were 
provided  with  assignments  and  activities  to  help  develop  your  understanding  of  basic  accounting 
principles,  such  as  the  accounting  equation,  generally  accepted  accounting  principles,  and  double- 
entry accounting.  In  FIN  103  you  will  complete  the  accounting  cycle,  beginning  with  the  worksheet 
and  working  through  financial  statements  and  the  post-closing  trial  balance.  You  will  also  be 
introduced  to  the  importance  of  budgeting  in  financial  management.  Finally,  careers  in  financial 
management  will  be  discussed. 
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Evaluation 


The  document  you  are  presently  reading  is  called  a Student  Module  Booklet.  It  will  show  you,  step 
by  step,  what  to  do  and  how  to  do  it. 

This  module.  Completing  an  Accounting  Cycle  for  a Service  Business,  is  equivalent  to  one  credit. 
The  module  is  comprised  of  three  sections.  Within  each  section,  your  work  is  grouped  into 
activities.  Within  the  activities,  there  are  readings,  explanations,  and  questions  for  you  to  work 
through.  You  will  correct  these  activities  yourself  using  the  Appendix  at  the  end  of  this  module. 
These  suggested  answers  will  provide  you  with  immediate  feedback  on  your  progress. 

Your  grading  in  this  module  is  based  upon  the  assignments  that  you  submit  for  evaluation  and  upon 
the  final  test.  You  must  complete  all  assignments.  In  this  module  you  are  expected  to  complete 
three  section  assignments.  There  is  one  assignment  after  each  section.  The  mark  distribution  is  as 
follows: 


120  marks 
20  marks 
20  marks 


Section  1 
Section  2 
Section  3 


160  marks 


Total 


In  addition  to  the  above,  you  will  be  required  to  write  a final  test.  The  weighting  for  this  final  test 
will  be  determined  by  your  teacher. 


Strategies  for  Completing  a Module 

Organize  your  materials  and  work  area  before  you  begin.  Make  sure  that  you  have  a calculator, 
pens,  pencils,  and  any  other  books  or  materials  that  you  may  need.  Your  work  area  should  be  quiet 
and  away  from  distractions. 

Because  there  are  no  response  lines  provided  in  the  Student  Module  Booklet,  you’ll  need  a notebook 
or  lined  paper  to  respond  to  questions  and  complete  charts.  It’s  important  to  keep  your  lined  paper 
handy  as  you  work  through  the  material  and  to  keep  your  responses  together  in  a notebook  or  binder 
for  review  purposes  later. 

Work  slowly  and  carefully  and  read  all  instructions.  Do  not  skip  from  section  to  section.  Set  a limit 
for  yourself:  “I  will  finish  the  assignments  this  morning,”  or,  “I  will  work  until  10:00  without  a 
break.”  Set  your  work  aside,  and  then  review  it  before  submitting  it  for  marking.  Remember, 
accuracy  is  crucial  when  you  are  dealing  with  finances.  Careful  work  habits  will  increase  your 
chances  for  success  in  Financial  Management. 


Good  luck! 
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Yvonne  and  Carl  have  been  operating  a cleaning  service,  Fair  Winds  Cleaning,  for 
the  past  six  months.  An  accountant  helped  them  establish  a set  of  accounting 
records,  which  they  have  been  maintaining.  Yvonne  has  noticed  that  the  local  college 
is  offering  an  accounting  course  for  small  businesses,  and  she  has  decided  to  take  the 
course.  She  feels  that  a sound  knowledge  of  accounting  will  help  the  business  in  the 
future,  and  she  wants  to  do  more  than  just  record  the  entries  in  the  books. 

In  this  section  you  will  transfer  balances  from  the  general  ledger  into  a worksheet  to 
determine  whether  or  not  the  business  has  been  profitable,  prepare  financial 
statements  from  the  worksheet,  close  the  books  at  the  end  of  the  fiscal  period,  and 
make  sure  the  books  are  balanced  by  preparing  a post-closing  trial  balance. 


SECTION  1:  An  Accounting  Project 


^SECTION 


ACTIVITY  I 


Tlie  Worksheet 


T 

worksheet:  an 

informal  business 
paper  used  to 
organize  and 
summarize  data 
about  the 
financial 
condition  of  a 
business 

A 


In  the  introduction  to  this  section,  you  met  Carl 
Yvonne,  the  operators  of  Fair  Winds  Cleaning.  They 
have  been  completing  the  daily  accounting  tasks  in 
their  business:  journalizing  entries  from  source 
documents,  posting  to  the  general  ledger,  and 
preparing  a trial  balance  to  ensure  that  their 
books  are  in  order. 

How  do  the  owners  know  if  Fair  Winds  Cleaning 
is  making  a profit?  They  need  to  organize  and 
summarize  their  accounting  data  to  provide  them 
with  further  information.  This  process  is  assisted 
the  worksheet. 

What  Is  a Worksheet? 

A worksheet  is  an  informal  business  paper  used  to  organize  and  summarize  data 
about  the  financial  condition  of  a business.  The  worksheet  is  temporary  in  nature 
and  is  generally  prepared  in  pencil  or  on  the  computer  so  that  corrections  can  be 
made  easily. 

Accountants  generally  use  an  eight-column  worksheet  in  order  to  include  as  much 
information  as  possible;  however,  a six-column  worksheet  will  be  used  throughout 
this  module  to  present  this  new  concept  to  you  as  simply  as  possible. 


A sample  portion  of  a worksheet  is  shown. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

Office  Supplies 

12 

3 

5 

0 

00 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 
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Why  Prepare  a Worksheet? 

Yvonne  and  Carl  cannot  determine  whether  they  are  making  a profit  just  by 
looking  at  the  trial  balance.  By  transferring  the  information  to  the  worksheet,  they 
will  be  able  to  determine  this  important  information.  They  can  also  use  the 
worksheet  to  help  them  prepare  the  balance  sheet  for  the  business.  Also,  by  using 
a worksheet,  all  the  information  is  in  one  place,  and  generally  on  one  page. 

Steps  in  Preparing  a Six-Column  Worksheet 

Step  I:  The  Heading  on  the  Worksheet 

The  information  written  at  the  top  of  the  worksheet  is  similar  to  the  information 
needed  for  any  other  accounting  report.  The  heading  includes  the  following 
information: 


Who:  Uni-Car  Repairs 
What:  Worksheet 

When:  For  the  month  ended  August  31,  19xx 


Note  the  precise  way  the  fiscal  period  is  described.  The  fiscal  period  is  the  length 
of  time  used  by  a business  for  reporting  business  activity.  It  is  the  period  of  time 
over  which  earnings  are  measured.  The  length  of  a fiscal  period  can  be  a single 
month,  a quarter  of  a year  (three  months),  half  of  a year  (six  months),  or  a year.  In 
this  case,  the  worksheet  covers  business  activity  from  August  1 to  August  31.  The 
fiscal  period  is  one  month. 

Step  2:  The  Trial  Balance 

The  trial  balance  is  the  first  section  completed  on  the  worksheet. 

To  complete  the  trial  balance  section,  refer  to  the  general  ledger  and  transfer  all  of 
the  account  titles,  numbers,  and  balances  to  the  debit  and  credit  columns  of  the 
trial  balance  section  in  the  worksheet.  It  is  advisable  to  include  all  the  accounts 
(even  those  with  no  balances)  so  that  you  can  make  sure  nothing  is  missed.  After 
you  have  completed  this,  draw  a single  rule  under  the  last  account.  Total  the  debit 
and  credit  columns  and  draw  a double  rule  beneath  the  totals.  If  the  debits  do  not 
equal  the  credits,  do  not  continue  any  further  on  the  worksheet.  You  must  find 
the  error.  Errors  in  addition,  transfer  of  amounts,  or  account  balance  calculations 
may  be  the  problem. 
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Following  is  the  worksheet  for  Uni-Car  Repairs  with  the  trial  balance  section 
completed. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31, 19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

Office  Supplies 

12 

3 

5 

60 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 

Building 

16 

41 

6 

7 

6 

00 

Accts.  Pay.,  T.  Tools  Ltd. 

21 

3 

4 

5 

60 

Accts.  Pay.,  S.  Brake  Co. 

22 

1 

4 

5 

0 

25 

J.C.  Lim,  Capital 

31 

62 

8 

0 

9 

50 

J.  C.  Lim,  Drawings 

32 

5 

0 

0 

00 

Sales 

41 

3 

7 

5 

0 

00 

Supply  Expense 

51 

1 

2 

5 

0 

00 

Utility  Expense 

52 

5 

7 

6 

25 

Rent  Expense 

53 

1 

5 

0 

0 

00 

68 

3 

5 

5 

35 

68 

3 

5 

5 

35 

1.  Why  is  it  important  to  include  all  the  accounts  that  appear  in  the  general  ledger 
in  the  worksheet?  What  if  they  do  not  have  a balance? 

2.  Why  is  the  fiscal  period  important  on  the  worksheet? 

3.  You  are  working  for  Quick  Cleaning  Company  and  are  required  to  prepare  a 
worksheet  for  the  year  ended  December  31,  19xx.  The  account  titles,  numbers, 
and  balances  are  listed. 


Account  Title 

Acct.  No. 

B 

Cash 

11 

3 000.00 

Accounts  Receivable 

12 

1 500.00 

Cleaning  Supplies 

13 

400.00 

Cleaning  Equipment 

14 

2 000.00 

Automobile 

15 

3 100.00 

Balance 
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Building 
Land  ' 

' ' Apex  Supply  Co. 
Bank  Loan 


J.  Martin,  Capital  31 

J.  Martin,  Drawings  32 

Cleaning  Income  . 41 

. Advertising  Expense  , 51 

Salaries  Expense 
Utilities  Expense 


• On  the  blank  worksheet  provided,  prepare  the  worksheet  heading.  Make 
sure  that  you  include  the  words  For  the  year  ended...  on  the  last  line  of  the 
heading. 

• Write  the  account  titles,  numbers,  and  balances  in  the  appropriate 
columns  in  the  trial  balance  section. 


• Total  and  rule  the  trial  balance  columns. 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

SECTION  1:  An  Accounting  Project 
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Step  3:  The  Balance  Sheet  Columns  and  Income  Statement  Columns 

The  account  balances  that  belong  on  a balance  sheet  are  now  extended  from  the 
trial  balance  columns  to  the  balance  sheet  columns.  These  are  the  assets, 
liabilities,  and  owner’s  equity  account  balances. 

The  account  balances  that  belong  on  an  income  statement  are  now  extended  from 
the  trial  balance  columns  to  the  income  statement  columns.  These  are  the  revenue 
and  expense  account  balances. 

Be  careful  to  extend  the  amounts  accurately  and  to  record  debit  amounts  and 
credit  amounts  in  the  appropriate  columns.  Make  sure  that  you  don’t  miss  any 
amounts  in  this  process. 

Once  the  amounts  have  been  carefully  extended,  single  rule  the  income  statement 
and  balance  sheet  columns. 

Look  at  the  following  worksheet  for  Uni-Car  Repairs.  Notice  how  the  amounts  in 
the  trial  balance  columns  have  all  been  extended  to  the  income  statement  and 
balance  sheet  columns. 
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4.  Using  the  worksheet  for  Quick  Cleaning  Company  that  you  began  in 

question  3,  extend  the  account  balances  from  the  trial  balance  columns  to  the 
balance  sheet  and  income  statement  columns. 


Compare  your  responses  with  those  in  the  Appendix,  Section  I : Activity  I. 


Step  4:  Totalling  the  Income  Statement  and  Balance  Sheet  Columns 

The  income  statement  and  balance  sheet  columns  of  the  worksheet  for  Uni-Car 
Repairs  have  been  totalled,  and  the  totals  have  been  recorded  below  the  single  rule. 
Note  that  these  totals  are  all  different  and  do  not  equal  one  another  at  this  time. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

19 

0 

6 

7 

00 

Office  Supplies 

12 

3 

5 

0 

60 

3 

5 

0 

60 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 

1 

2 

5 

6 

00 

Building 

16 

41 

6 

7 

6 

00 

41 

6 

7 

6 

00 

Accts.  Pay.,  T.  Tools  Ltd. 

21 

3 

4 

5 

60 

3 

4 

5 

60 

Accts.  Pay.,  S.  Brake  Co. 

22 

1 

4 

5 

0 

25 

1 

4 

5 

0 

25 

J.C.  Lim,  Capital 

31 

62 

8 

0 

9 

50 

62 

8 

0 

9 

50 

J.C.  Lim,  Drawings 

32 

5 

0 

0 

00 

5 

0 

0 

00 

Sales 

41 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

Supply  Expense 

51 

1 

2 

5 

0 

00 

1 

2 

5 

0 

00 

Utility  Expense 

52 

5 

7 

6 

25 

5 

7 

6 

25 

Rent  Expense 

53 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

68 

3 

5 

5 

35 

68 

3 

5 

5 

35 

3 

3 

2 

6 

25 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

64 

6 

0 

5 

35 
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Step  5:  Calculate  the  Net  Income  or  the  Net  Loss 


▼ 

net  income:  the 

difference 
between  total 
revenues  and 
total  expenses  if 
the  revenues  are 
greater  than  the 
expenses 

net  loss:  the 

difference 
between  total 
revenues  and 
total  expenses  if 
the  expenses  are 
greater  than  the 
revenues 

A 


You  can  now  calculate  the  net  income  or  the  net  loss  for  the  business  for  the 
fiscal  period.  To  do  this,  follow  these  steps: 

• Subtract  the  smaller  total  in  the  income  statement  columns  from  the  larger 
total. 

Total  of  Income  Statement  Credit  Column  3 750.00 

Total  of  Income  Statement  Debit  Column  3 326.25 

Difference  (Net  Income)  423.75 

• The  difference  is  written  below  the  smaller  of  the  two  totals  in  the  income 
statement  section.  In  this  case,  the  difference  of  $423.75  is  written  in  the 
debit  column  of  the  income  statement  section. 

If  the  total  in  the  income  statement  debit  column  is  larger  than  the  total  in  the 
credit  column,  subtract  the  total  of  the  credit  column  from  the  total  of  the 
debit  column  to  find  the  net  loss.  The  amount  of  the  loss  is  then  written 
below  the  income  statement  credit  column.  A loss  occurs  when  total 
expenses  are  greater  than  the  total  income. 


• Write  the  words  Net  Income  (or  Net  Loss)  in  the  account  title  column  on  the 
same  line  as  the  amount  of  the  net  income  or  net  loss. 


• Draw  a single  rule  across  the  income  statement  columns  and  total  these 
columns.  Write  the  totals  on  the  next  line.  Note  that  the  totals  should  be  the 
same. 

• Extend  the  net  income  amount  ($423.75)  to  the  balance  sheet  section  by 
writing  the  amount  under  the  smaller  of  the  balance  sheet  column  totals  (in 
this  case,  the  credit  column). 

If  there  was  a net  loss,  the  amount  would  decrease  the  capital.  It  would  then 
be  extended  to  the  balance  sheet  debit  column. 

Net  income  increases  capital. 

Net  loss  decreases  capital. 

• Draw  a single  rule  across  the  balance  sheet  columns  and  total  the  two 
columns.  Write  the  totals  on  the  next  line.  The  totals  should  now  be  the 
same. 

• Draw  a double  rule  below  the  final  totals  of  the  income  statement  and  balance 
sheet  columns.  This  shows  that  all  work  has  been  completed  and  is  assumed 
to  be  correct. 


10 


SECTION  1:  An  Accounting  Project 


The  completed  worksheet  for  Uni-Car  Repairs  follows. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

19 

0 

6 

7 

00 

Office  Supplies 

12 

5 

5 

0 

60 

3 

5 

0 

60 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 

1 

2 

5 

6 

00 

Building 

16 

41 

6 

7 

6 

00 

41 

6 

7 

6 

00 

Accts.  Pay.,  T.  Tools  Ltd. 

21 

3 

4 

5 

60 

3 

4 

5 

60 

Accts.  Pay.,  S.  Brake  Co. 

22 

1 

4 

5 

0 

25 

1 

4 

5 

0 

25 

J.C.  Lim,  Capital 

31 

62 

8 

0 

9 

50 

62 

8 

0 

9 

50 

J.  C.  Lim,  Drawings 

32 

5 

0 

0 

00 

5 

0 

0 

00 

Sales 

41 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

Supply  Expense 

51 

1 

2 

5 

0 

00 

1 

2 

5 

0 

00 

Utility  Expense 

52 

5 

7 

6 

25 

5 

7 

6 

25 

Rent  Expense 

53 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

68 

3 

5 

5 

35 

68 

3 

5 

5 

35 

3 

3 

2 

6 

25 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

64 

6 

0 

5 

35 

Net  Income 

4 

2 

3 

75 

4 

2 

3 

75 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

65 

0 

2 

9 

10 

5.  Use  the  following  steps  to  complete  the  Quick  Cleaning  Company  worksheet 
that  you  used  in  questions  3 and  4. 

• Rule  and  total  the  income  statement  and  balance  sheet  columns. 


• Calculate  the  net  income  or  net  loss.  Record  the  amount  in  the 
appropriate  two  columns. 

• Draw  a single  rule  above  the  totals  and  a double  rule  under  the  totals. 

• Write  Net  Income  in  the  account  title  column  on  the  same  line  as  the  net 
income  amount. 


Compare  your  responses  with  those  in  the  Appendix,  Section  I:  Activity  I. 
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6.  The  following  questions  show  the  top  and  bottom  portions  of  a worksheet.  The 
numbers  provided  in  the  bottom  portions  are  the  totals  for  each  column. 
Calculate  the  net  income  or  net  loss  and  the  final  balances  for  each  worksheet. 
Write  your  answers  in  the  shaded  boxes.  Don’t  forget  to  rule  the  columns. 


a.  Fergy’s  Car  Services 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

1 

4 

0 

0 

00 

1 

4 

0 

0 

00 

Accts.  Rec. 

15 

3 

5 

0 

0 

00 

3 

5 

0 

0 

00 

— ~_J 

^ — • — — ^ — 

34 

7 

8 

2 

00 

34 

7 

8 

2 

00 

1 

2 

9 

5 

00 

1 

1 

5 

0 

00 

33 

4 

8 

7 

00 

33 

6 

3 

2 

00 

b.  Anne  Kay’s  Florists 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

3 

6 

5 

4 

00 

3 

6 

5 

4 

00 

Supplies 

16 

8 

5 

8 

00 

8 

5 

8 

00 

^ 

=> 

. 

' — — — • — 

62 

4 

2 

9 

00 

62 

4 

2 

9 

00 

14 

7 

4 

9 

00 

16 

4 

7 

0 

00 

47 

6 

8 

0 

00 

45 

9 

5 

9 

00 

c.  Rover  Dog  Care  Services 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

7 

9 

7 

00 

7 

9 

7 

00 

Accts.  Rec. 

15 

5 

4 

9 

00 

5 

4 

9 

00 

■K. 

6 

4 

7 

5 

00 

6 

4 

7 

5 

00 

1 

1 

4 

3 

00 

2 

8 

1 

0 

00 

5 

3 

3 

2 

00 

3 

6 

6 

5 

00 

Compare  your  responses  with  those  in  the  Appendix,  Section  I : Activity  I . 
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Using  an  Electronic  Spreadsheet  to  Prepare  the  Worksheet 


An  electronic  spreadsheet  program  can  be  very  useful  for  preparing  worksheets. 
If  you  format  one  worksheet  and  set  up  the  rows  and  columns  properly,  you  can 
use  the  same  worksheet  over  and  over  again;  you  just  have  to  enter  the  new 
account  names,  numbers,  and  balances  for  each  new  worksheet  that  you  prepare. 


,1 B 1„ 


i Cache  Rentals 


! Worksheet 


i Year  Ended  December  31,1 9xx 


ACCT. 

TRIAL  BALANCE 

INCOME  STATEMENT 

BALANCE  SHEET 

ACCOUNTS 

NO. 

DR  1 

1 CR 

DR 

CR 

DR  i 

CR 

Bank 

101 

23  937.15  i 

23  937.15  i 

Accounts  Receivable 

105 

17  450.50! 

17  450.50! 

Supplies 

1 10 

389.00  i 

389.00  i 

Equipnnent 

1 12 

21  454.00 

21  454.00  i 

Automobiles 

1 15 

37  500.00 

37  500.00  i 

Accounts  Payable 

205 

I 5 437.15 

5 437.15 

Bank  Loan 

r 1^500^' 

10  sbaoo' 

R.  Flaherty,  Capital 

301 

1 67  904.00 

1 67  904.00 

R.  Flaherty,  Drawings 

”302’'' 

ssaooi 

8^001 

Sales 

401 

i 85  459.00 

85  459.00 

Advertising  Expense 

501 

35  500.00 

35  500.00 

Car  Expense 

505 

14  500.00 

14  500.00 

Rent  Expense 

510 

12  300.00 

12  300.00 

Telephone  Expense 

515 

3 454.50 

3 454.50 

Miscellaneous  Expense 

520 

1 965.00 

1 965.00 

1 69  300. 1 5 

1 169  300.15 

67  719.50 

85  459.00 

101  580.65 

83  841.15 

Net  Income 

17  739.50 

i 17  739.50 

85  459.00 

85  459.00 

101  580.65 

101  580.65 

10 


12 


13 


14 


15 


16 


17 


18 


19 


22 


23 


Look  at  the  formulas  that  could  be  included  in  a typical  worksheet. 


A 1 

rin  s 1 

1 B ^ i 1 

1 F 1 G 1 

1 

Cache  Rentals 

Worksheet 

I Year  Ended  December  31,1 9xx 

2 

ACCT 

TRIAL  BALANCE 

INCOME  STATEMENT 

BALANCE  SHEET 

3 

ACCOUNTS 

NO. 

DR  1 

! CR 

DR 

CR 

DR  I 

1 CR 

4 

Bank  1 

5 

Accounts  Receivable  i 

105 

17  450.501 

=C5  i 

6 

Supplies  1 

1 10 

389.00  i 

=C6  1 

7 

Equipment  i 

1 12 

21  454.00! 

=C7  I 

8 

Automobiles  i 

1 15 

37  500.00  1 

=C8  i 

9 

Accounts  Payable  i 

205 

1 5 437.15 

1 =D9 

10 

Bank  Loan  i 

210 

1 10  500.00 

i =DI0 

11 

R.  Flaherty,  Capital  i 

301 

i 67  904.00 

1 =DI  1 

12 

R.  Flaherty,  Drawings  i 

302 

850.00 ! 

=CI2  ! 

13 

Sales  1 

401 

85  459.00 

=DI3 

14 

Advertising  Expense  i 

! 501 

35  500.00  i 

=CI4 

15 

Car  Expense  i 

1 505 

14  500.00! 

=CI5 

16 

Rent  Expense  | 

510 

12  300.00! 

=CI6 

17 

Telephone  Expense  ! 

i"5Tr 

3 454.50 

=CI7 

18 

Miscellaneous  Expense  | 

1 520 

1 965.00  i 

=CI8 

19 

=SUM(C4..CI8)! 

i =SUM(D9..DI8) 

=SUM(E9..EI8) 

=SUM(F9.,FI8) 

=SUM(G4..GI8)i 

=SUM(H9..HI8) 

20 

Net  Income  i 

=FI9-EI9 

!=GI9-HI9 

21 

=EI9+E20 

=FI9+F20 

=GI9+G20 

!=HI9+H20 

22 

23 

SECTION  1:  An  Accounting  Project 


13 


Remember  that  the  notation  “=  Sum...”  in  the  formula  totals  all  the  cells 
that  appear  in  brackets.  So  = Sum(C4. .CIS)  will  total  all  the  cells  from  C4 
to  CIS. 


7.  Answer  the  following  questions  about  the  worksheet  prepared  using  a 
spreadsheet  program. 

a.  What  is  the  main  advantage  of  each  of  the  formulas  that  appears  in  the 
income  statement  and  balance  sheet  columns? 

b.  What  is  the  main  advantage  of  the  totalling  (sum)  formulas  at  the  bottom  of 
each  column? 


‘ Compare  your  responses  with  those  in  the  Appendix,  Section  I : Activity  I . 


The  worksheet  forms  the  foundation  for  the  financial  statements  prepared  by  an 
accountant.  In  this  activity  you  were  introduced  to  the  worksheet,  and  you 
examined  how  an  electronic  spreadsheet  can  be  used  to  make  the  preparation  of 
worksheets  more  efficient. 

The  next  activity  begins  the  process  of  preparing  financial  statements  from  the 
worksheet. 

ACTIVITY  2 

Financial  Statements 


Jason  printed  the  worksheet  from  his  computer  and 
sighed.  “There,  I’ve  completed  the  worksheet  and  it 
balances!  Now  I’m  going  to  take  it  over  to  the 
accountant  so  that  she  can  prepare  the  financial 
statements  for  our  company.” 


Jason’s  partner,  Craig,  looked  at  the  worksheet.  “All 
the  information  you  need  to  prepare  the  financial 
statements  is  right  here  on  this  page,  Jason.  Why  go 


“I’m  not  sure  how  to  format  the  financial  statements.  I want  them  to  look 
professional,”  replied  Jason. 


“Let’s  go  down  to  the  public  library.  They  have  copies  of  financial  statements  for 
all  sorts  of  companies.  Lef  s look  at  those  and  get  an  idea  of  how  to  put  our 
financial  statements  together,”  suggested  Craig. 

“Thaf  s a good  idea!  Lef  s go!”  said  Jason. 
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What  Are  Financial  Statements? 


Financial  statements  summarize  data  and  provide  financial  information  about  the 
business  to  the  owners,  management,  creditors,  and  the  government.  Rather  than 
looking  at  the  books  and  records  of  the  business,  it  is  more  efficient  to  look  at  the 
summarized  statements. 


Uni-Car  Repairs 

Balance  Sheet 

As  at  August  31. 19xx 

Assets 

Liabilities 

Cash 

19 

00 

Accounts  Payable,  T Tools  Ltd. 

5 60 

Office  Supplies 

60 

Accounts  Payable,  S.  Brake  Co. 

1 ‘ 

? 25 

Furniture  and  Equipment 

2 

50 

Total  Liat 

duties 

Accounts  Receivable,  B.  Jones 

00 

Uni-Car  Repairs 

Income  Statement 

Accounts  Receivable.  D.  White 

1 

00 

Building 

41 

00 

f.C.  Urn, 

Add:  Net. 

For  the  month  ended  August  31, 19xx 

Less:  Drai 

Revenue 

f.C.  Lim, 

Sales 

3 

00 

Expenses 

Total  Assets 

64 

10 

Total  Lial 

Utilitiy  Expense 

25 

T 

Rent  Expense 

1 

00 

Total  Expenses 

2 

25 

Net  Income 

1 

75 

zr 

Financial  statements  at  this  beginning  level  include  the  following: 

• the  income  statement 

• the  balance  sheet 

What  Is  an  Income  Statement? 


T 

income 
statement:  a 

financial 
statement  that 
lists  the  revenue, 
expenses,  and  net 
income  or  net  loss 
over  a fiscal 
period 

temporary 

accounts: 

accounts  that  are 
opened  at  the 
beginning  of  the 
fiscal  period  and 
closed  at  the  end 

▲ 


Have  you  ever  heard  the  expression  “It  takes  money  to  earn  money”?  Revenue 
refers  to  the  earnings  that  a business  will  make  from  activities,  while  expenses  are 
costs  incurred  by  a business  for  the  purpose  of  generating  revenue.  Both  are 
shown  on  the  income  statement.  The  accounts  that  appear  on  the  income 
statement  are  considered  temporary  accounts  because  they  are  only  open  for  the 
fiscal  period,  and  then  they  are  closed.  Closing  out  accounts  will  be  discussed  in 
detail  in  Activity  3. 


Uni-Car  Repairs 

Income  Statement 

For  the  month  ended  August  31, 19xx 

Revenue 

Sales 

3 

7 

5 

0 

00 

Expenses 

Supply  Expense 

1 

2 

5 

0 

00 

Utility  Expense 

5 

7 

6 

25 

Rent  Expense 

1 

5 

0 

0 

00 

Total  Expenses 

3 

3 

2 

6 

25 

Net  Income 

4 

2 

3 

75 

SECTION  1:  An  Accounting  Project 
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Components  of  the  Income  Statement 


Look  at  the  completed  worksheet  for  Uni-Car  Repairs  that  was  prepared  in 
Activity  1.  The  shaded  portion  of  the  worksheet  is  the  section  used  to  prepare  the 
income  statement. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

19 

0 

6 

7 

00 

Office  Supplies 

12 

5 

5 

0 

60 

3 

5 

0 

60 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 

1 

2 

5 

6 

00 

Building 

16 

41 

6 

7 

6 

00 

41 

6 

7 

6 

00 

Accts.  Pay.,  T.  Tools  Ltd. 

21 

3 

4 

5 

60 

3 

4 

5 

60 

Accts.  Pay.,  S.  Brake  Co. 

22 

1 

4 

5 

0 

25 

1 

4 

5 

0 

25 

J.C.  Lim,  Capital 

31 

62 

8 

0 

9 

50 

62 

8 

0 

9 

50 

J.  C.  Lim,  Drawings 

32 

5 

0 

0 

00 

5 

0 

0 

00 

Sales 

41 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

Supply  Expense 

51 

1 

2 

5 

0 

00 

1 

2 

5 

0 

00 

Utility  Expense 

52 

5 

7 

6 

25 

5 

7 

6 

25 

Rent  Expense 

53 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

68 

3 

5 

5 

35 

68 

3 

5 

5 

35 

3 

3 

2 

6 

25 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

64 

6 

0 

5 

35 

Net  Income 

4 

2 

3 

75 

4 

2 

3 

75 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

65 

0 

2 

9 

10 

This  is  what  the  income  statement  for  Uni-Car  Repairs  would  look  like. 


Uni-Car  Repairs 

CD  Income  Statement 

For  the  month  ended  August  31,  19xx 

Revenue 

Sales 

3 

7 

5 

0 

00 

Expenses  (D 

Supply  Expense 

1 

2 

5 

0 

00 

Utility  Expense 

5 

7 

6 

25 

Rent  Expense 

1 

5 

0 

0 

00 

Total  Expenses 

3 

3 

2 

6 

25 

Net  Income  (D 

4 

2 

3 

75 
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Heading 

The  heading  of  the  income  statement  follows  the  same  format  as  for  the  other 
financial  statements  you  have  studied  so  far. 

Who:  the  name  of  the  business 
What:  the  name  of  the  document 
When:  the  date  of  the  document 

Note  that  the  date  of  the  document  for  an  income  statement  must  cover  a period  of 
time,  such  as  “For  the  month  ended  September  30,  19xx,”  or,  “For  the  quarter 
ended  March  31,  19xx,”  or,  “For  the  year  ended  December  31,  19xx.”  This  is 
important  information.  If  the  net  income  for  a company  is  $12  000,  it  is  vital  to 
know  if  that  income  was  earned  over  one  month,  three  months,  or  twelve  months. 


The  Revenue  Section 

The  amounts  for  the  revenue  section  of  the  income  statement  are  taken  from  the 
income  statement  credit  column  of  the  worksheet.  In  the  example  of  Uni-Car 
Repairs,  there  is  only  one  source  of  income,  sales,  so  there  is  no  need  to  total  the 
sales.  Simply  title  the  section  Revenue,  and  on  the  next  line  write  the  name  of  the 
revenue  account  followed  by  the  amount.  Note  how  the  account  name  is  indented 
from  the  revenue  title.  Place  the  amount  in  the  second  (or  totalling)  column. 


Income  Statement 


Uni-Car  Repairs 
Income  Statement 

For  the  month  ended  August  31,  19xx 


Revenue 

Sales 


3 


00 
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The  Expense  Section 

The  amounts  for  the  expenses  section  of  the  income  statement  are  taken  from  the 
income  statement  debit  column  of  the  Uni-Car  Repairs  worksheet.  Title  the 
section  Expenses,  and  on  the  next  line  list  the  expenses  in  the  same  order  that  they 
appeared  in  the  worksheet.  Note  how  the  expense  account  names  are  indented 
from  the  expense  title.  The  amounts  of  the  expense  items  are  listed  in  the  first 
column  (the  sub-total  column) . The  words  Total  Expenses  are  written  on  the  line 
beneath  the  last  expense  account  title  and  the  amount  of  the  total  expenses  is 
written  in  the  second  column. 


Income  Statement 


Expenses 

Supply  Expense 

1 

2 

5 

0 

00 

Utility  Expense 

5 

7 

6 

25 

Rent  Expense 

1 

5 

0 

0 

00 

Total  Expenses 

3 

3 

2 

6 

25 

The  Net  Income  (or  Net  Loss)  Section 

This  section  is  used  to  calculate  the  net  income  or  net  loss  by  subtracting  the 
expenses  from  the  revenue.  A single  rule  is  drawn  under  the  total  expenses  to 
indicate  the  subtraction,  and  the  result  is  written  beneath  the  single  rule  in  the 
second  amount  column.  The  words  Net  Income  are  written  at  the  left  margin.  The 
amount  of  the  net  income  shown  on  the  income  statement  should  agree  with  the 
amount  of  the  net  income  recorded  on  the  worksheet.  Once  the  net  income  or  net 
loss  is  calculated,  double  rules  are  drawn  across  the  amount  column  to  show  that 
all  work  has  been  completed  and  that  it  is  assumed  to  be  correct. 

1.  The  worksheet  for  June  19xx  for  Jerry’s  Steam-Cleaning  Service  is  shown  on 
the  following  page.  Use  this  information  to  prepare  an  income  statement. 
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Jerry’s  Steam-Cleaning  Service 

Worksheet 

For  the  month  ended  June  30,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

101 

6 

3 

0 

0 

75 

6 

3 

0 

0 

75 

OJfice  Equipment 

110 

7 

5 

0 

25 

7 

5 

0 

25 

Ojfice  Supplies 

115 

5 

0 

00 

5 

0 

00 

Cleaning  Supplies 

120 

9 

7 

5 

60 

9 

7 

5 

60 

Ace.  Rec.,  Brenda’s  Diner 

125 

4 

7 

5 

20 

4 

7 

5 

20 

Acc.  Rec.,  Sue’s  Dress  Shop 

130 

3 

5 

0 

60 

3 

5 

0 

60 

Truck 

135 

25 

3 

7 

5 

20 

25 

3 

7 

5 

20 

Bank  Loan 

205 

1 

1 

0 

1 

95 

1 

1 

0 

1 

95 

Jerry  White,  Capital 

301 

31 

5 

3 

5 

50 

31 

5 

3 

5 

50 

Jerry  White,  Drawings 

302 

2 

0 

0 

00 

2 

0 

0 

00 

Income  Summary 

310 

Cleaning  Income 

405 

4 

3 

5 

7 

65 

4 

3 

5 

7 

65 

Utility  Expense 

505 

4 

5 

6 

20 

4 

5 

6 

20 

Telephone  Expense 

510 

1 

1 

0 

70 

1 

1 

0 

70 

Salary  Expense 

515 

1 

9 

5 

0 

60 

1 

9 

5 

0 

60 

36 

9 

9 

5 

10 

36 

9 

9 

5 

10 

2 

5 

1 

7 

50 

4 

3 

5 

7 

65 

34 

4 

7 

7 

60 

32 

6 

3 

7 

45 

Net  Income 

1 

8 

4 

0 

15 

1 

8 

4 

0 

15 

4 

3 

5 

7 

65 

4 

3 

5 

7 

65 

34 

4 

7 

7 

60 

34 

4 

7 

7 

60 

Account  Title 

Debits 

Credits 

Compare  your  responses  with  those  in  the  Appendix,  Section  I:  Activity  2. 
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What  Is  a Balance  Sheet? 


A balance  sheet  reports  the  financial  position  of  the  assets,  liabilities,  and  owner’s 
equity  for  a specific  date.  The  balance  sheet  for  October  31,  19xx  may  be  quite 
different  from  the  one  prepared  for  November  30,  19xx. 

A formal  balance  sheet  is  prepared  and  written  in  a standard  format.  The  balance 
sheet  for  a large  business  may  have  different  accounts  than  the  balance  sheet  for  a 
small  business,  but  the  content  will  be  similar:  assets,  liabilities,  and  owner’s 
equity. 

How  often  are  balance  sheets  prepared?  Most  businesses  prepare  statements 
monthly,  quarterly,  or  semi-annually  (every  six  months),  even  though  they  are  only 
required  by  law  once  a year. 

Components  of  the  Balance  Sheet 

Look  at  the  completed  worksheet  for  Uni-Car  Repairs.  The  shaded  portion  of  the 
worksheet  is  the  section  used  to  prepare  the  balance  sheet. 


Uni-Car  Repairs 

Worksheet 

For  the  month  ended  August  31, 19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

19 

0 

6 

7 

00 

19 

0 

6 

7 

00 

Office  Supplies 

12 

3 

5 

0 

60 

3 

5 

0 

60 

Furniture  and  Equipment 

13 

2 

1 

0 

4 

50 

2 

1 

0 

4 

50 

Accts.  Rec.,  B.  Jones 

14 

7 

5 

00 

7 

5 

00 

Accts.  Rec.,  D.  White 

15 

1 

2 

5 

6 

00 

1 

2 

5 

6 

00 

Building 

16 

41 

6 

7 

6 

00 

41 

6 

7 

6 

00 

Accts.  Pay.,  T.  Tools  Ltd. 

21 

3 

4 

5 

60 

3 

4 

5 

60 

Accts.  Pay.,  S.  Brake  Co. 

22 

1 

4 

5 

0 

25 

1 

4 

5 

0 

25 

J.C.  Lim,  Capital 

31 

62 

8 

0 

9 

50 

62 

8 

0 

9 

50 

].  C.  Lim,  Drawings 

32 

5 

0 

0 

00 

5 

0 

0 

00 

Sales 

41 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

Supply  Expense 

51 

1 

2 

5 

0 

00 

1 

2 

5 

0 

00 

Utility  Expense 

52 

5 

7 

6 

25 

5 

7 

6 

25 

Rent  Expense 

53 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

68 

3 

5 

5 

35 

68 

3 

5 

5 

35 

3 

3 

2 

6 

25 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

64 

6 

0 

5 

35 

Net  Income 

4 

2 

3 

75 

4 

2 

3 

75 

3 

7 

5 

0 

00 

3 

7 

5 

0 

00 

65 

0 

2 

9 

10 

65 

0 

2 

9 

10 

▼ 

balance  sheet: 

a statement 
showing  the 
financial  position 
of  a business  on  a 
particular  date 


20 


SECTION  1:  An  Accounting  Project 


This  is  what  the  balance  sheet  for  Uni-Car  Repairs  will  look  like. 


Uni-Car  Repairs 

CD  Balance  Sheet 

As  at  August  31, 19xx 

(D  Assets 

(D  Liabilities 

Cash 

19 

0 

6 

7 

00 

Accounts  Payable,  T.  Tools  Ltd. 

3 

4 

5 

60 

Office  Supplies 

3 

5 

0 

60 

Accounts  Payable,  S.  Brake  Co. 

1 

4 

5 

0 

25 

Furniture  and  Equipment 

2 

1 

0 

4 

50 

Total  Liabilities 

1 

7 

9 

5 

85 

Accounts  Receivable,  B.  Jones 

7 

5 

00 

Accounts  Receivable,  D.  White 

1 

2 

5 

6 

00 

(2)  Owner’s  Equity 

Building 

41 

6 

7 

6 

00 

J.C.  Lim,  Capital  Aug.  1 62  809.50 

Add:  Net  Income  423. 75 

Less:  Drawings  500.00 

J.  C.  Lim,  Capital  Aug.  31 

62 

7 

3 

3 

25 

Total  Assets 

64 

5 

2 

9 

10 

Total  Liabilities  & Owner’s  Equity 

64 

5 

2 

9 

10 

Heading 

The  name  of  the  company  is  written  first,  then  the  name  of  the  statement,  and 
finally,  the  date  the  statement  is  prepared.  This  follows  the  same  format  as  for  the 
income  statement. 

Who:  the  name  of  the  business 
What:  the  name  of  the  statement 
When:  date  of  the  statement 

Remember  that  the  statement  date  on  the  balance  sheet  is  for  a point  in  time  (one 
date  only)  and  does  not  cover  a period  of  time  like  the  income  statement.  You  may 
use  “As  at...”  in  the  date  line  or  simply  the  date  alone. 


Assets  Section 


The  figures  for  the  assets  section  are  obtained  from  the  balance  sheet  debit 
column  of  the  worksheet.  The  account  titles  are  listed  in  the  same  order  as  they 
appear  on  the  worksheet.  The  total  of  the  left  side  of  the  balance  sheet  must  be 
written  on  the  same  line  as  the  total  of  the  right  side  of  the  balance  sheet.  Don’t 
calculate  or  write  the  total  assets  line  until  the  totals  for  the  liabilities  and  owner’s 
equity  lines  have  been  determined. 
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(T)  Liabilities  Section 

The  amounts  for  the  liabilities  section  of  the  balance  sheet  are  taken  from  the 
balance  sheet  credit  column  of  the  worksheet.  The  liability  accounts  are  written 
on  the  right-hand  side  of  the  balance  sheet  in  the  same  order  as  shown  on  the 
worksheet.  A single  is  rule  is  drawn  across  the  amount  column  under  the  amount 
of  the  last  liability.  The  amount  of  the  total  and  the  words  Total  Liabilities 
complete  this  section. 


(7)  Owner’s  Equity  Section 

The  amounts  for  the  owner’s  equity  section  of  the  balance  sheet  are  taken  from  the 
balance  sheet  credit  column  of  the  worksheet. 


The  amount  of  the  net  income  is  added  to  the  capital.  The  amount  of  the  drawings 
is  subtracted  from  the  capital.  The  calculation  is  shown  below. 

Owner’s  Capital,  August  1 62  809.50 

Add:  Net  Income  423.75 

Subtract:  Drawings  500.00 

Owner’s  Capital,  August  31  (to  appear  on  balance  sheet)  62  733.25 

Remember  that  if  there  is  a net  loss  on  the  worksheet,  the  amount  of  the  net  loss 
must  be  subtracted  from  the  capital  account. 


2.  Use  the  worksheet  for  Jerry’s  Steam-Cleaning  Service  provided  in  question  1 to 
prepare  a balance  sheet. 
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3.  Calculate  the  missing  amounts  (coloured  boxes)  in  the  table  using  the 
following  formulas.  The  numbers  below  the  formulas  indicate  the  column 
numbers  in  the  table. 


Total  Assets  - Total  Liabilities  = Beginning  Capital 

(1)  (2)  (3) 


Revenue  - Expenses  = Income  (or  Loss) 
(4)  (5)  (6) 

(loss  occurs  if  expenses  are  greater  than  revenue) 


Beginning  Capital  + Net  Income  (or  Lx)ss) 

(3)  (6) 


Drawings  = Ending  Capital 

(7)  (8) 


1 

1 

3 

4 

5 

6 

7 

8 

i 

Total 

Assets 

Total 

Liabilities 

Beginning 

Capital 

Revenue 

for  Period 

Expenses 
for  Period 

Net  Income 

or  Loss 

Drawings 
for  Period 

Ending 

Capital 

f 

68 

0 

0 

0 

00 

6 

0 

0 

0 

00 

62 

0 

0 

0 

00 

11 

0 

0 

0 

00 

17 

0 

0 

0 

00 

(6 

0 

0 

0 

00) 

4 

0 

0 

0 

00 

52 

0 

0 

0 

00 

p 

9 

0 

0 

0 

00 

-0 

64 

0 

0 

0 

00 

8 

0 

0 

0 

00 

16 

0 

0 

0 

00 

33 

5 

0 

0 

00 

18 

0 

0 

0 

00 

13 

0 

0 

0 

00 

11 

0 

0 

0 

00 

1 

0 

0 

0 

00 

u 

7 

0 

0 

0 

00 

41 

5 

0 

0 

00 

12 

0 

0 

0 

00 

4 

0 

0 

0 

00 

43 

5 

0 

0 

00 

'5 

13 

1 

7 

5 

00 

13 

1 

7 

5 

00 

66 

0 

0 

0 

00 

30 

0 

0 

0 

00 

4 

9 

0 

0 

00 

ir 

55 

3 

0 

0 

00 

7 

0 

0 

0 

00 

7 

9 

2 

0 

0 

00 

1 

2 

0 

0 

00 

3 

2 

0 

0 

00 

2 

3 

0 

0 

00 

2 

1 

0 

0 

00 

f 

15 

0 

0 

0 

00 

14 

0 

0 

0 

00 

16 

3 

2 

0 

00 

8 

2 

3 

0 

00 

8 

0 

0 

00 

36 

0 

0 

0 

00 

6 

3 

0 

0 

00 

3 

0 

0 

0 

00 

(4 

0 

0 

0 

00) 

12 

0 

0 

0 

00 

¥ 

4 

0 

0 

0 

00 

17 

1 

0 

0 

00 

120 

0 

0 

0 

00 

55 

0 

0 

0 

00 

6 

0 

0 

0 

00 

76 

1 

0 

0 

00 

Compare  your  responses  with  those  in  the  Appendix,  Section  i:  Activity  2. 


Activity  2 introduced  you  to  financial  statement  preparation  using  the  six-column 
worksheet,  and  you  learned  the  connection  between  the  income  statement  and  the 
balance  sheet.  The  temporary  accounts  now  need  to  be  closed.  This  process  will 
be  explained  to  you  in  Activity  3. 
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ACTIVITY  3 


Closing  Entries 


Mia  printed  out  the  two  financial  statements  that  she  had 
prepared  from  her  worksheet.  “There!  I’m  finished!” 


“No,  you’re  not,”  cautioned  her  friend,  Aiko,  who 
had  completed  an  accounting  course.  “You  must 
now  close  out  the  accounts  in  your  ledger  so  that 
your  records  are  complete.  Let’s  look  at  the 
accounting  cycle  up  to  this  point.” 


September  I 


Financial  Statements 
(Activity  2) 


Closing  Ledger  Entries 
(Activity  3) 


Post-Closing  Trial  Balance 
(Activity  4) 


Closing  Journal  Entries 
(Activity  3) 


September  30  ! 


In  this  activity  you  will  learn  how  to  prepare  closing  entries  for  the  journal  and 
post  closing  entries  to  the  ledger. 
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What  Are  Permanent  and  Temporary  Accounts? 


T 

permanent 

accounts: 

accounts  that 
have  balances 
that  continue 
from  one  fiscal 
period  to  another 

A 


In  Activity  1 temporary  accounts  were  defined  as  accounts  that  are  opened  at  the 
beginning  of  the  fiscal  period  and  closed  at  the  end  (i.e.,  revenue  and  expense 
accounts  which  appear  on  the  income  statement) . The  permanent  accounts  are 
accounts  that  have  balances  continuing  from  one  fiscal  period  to  another.  The 
permanent  accounts  are  the  balance  sheet  accounts;  the  temporary  accounts  are 
the  income  statement  accounts. 


?ermanent  Accounts 

Balance  Sheet  accounts 

- Assets 

- Liabilities 

- Capital 


Temporary  Accounts 


I 


• Income  Statement  accounts 

- Revenue 

- Expenses  • 


; T 

J contra-asset 
' account:  an 

' account  that  must 
j be  considered 
j along  with  a 
1 given  asset 
jf  account  to  show 
Ij  the  true  value  of 
i;  the  asset  account 


li 

ii 


Drawings  is  one  exception  to  the  rule.  Although  drawings  is  considered  a balance 
sheet  account,  it  is  also  called  a contra-asset  account,  which  means  that  it  takes 
away  from  assets.  Drawings  is  a temporary  account  because  it  is  closed  at  the  end 
of  each  fiscal  period. 

1.  Following  is  a list  of  accounts  for  Freda’s  Bakery.  Circle  all  of  the  temporary 
accounts. 


Office  Equipment 
Joe’s  Bakery  (creditor) 
Rent  Expense 
Bread  Revenue 


Cash 
Building 
Cash  Register 
F.  Harris,  Capital 


Doughnut  Revenue 
F.  Harris,  Drawings 
Supplies  Expense 
Telephone  Expense 


Compare  your  responses  with  those  in  the  Appendix,  Section  I:  Activity  3. 


Why  close  the  ledger? 

Closing  the  ledger  involves  closing  all  the  temporary  accounts  that  are  only  open 
for  the  fiscal  period.  Closing  the  account  means  transferring  any  balance  in  that 
account  and  leaving  the  account  with  a zero  balance.  The  account  will  be  re- 
opened again  at  the  beginning  of  the  next  fiscal  period. 
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T 

income 
summary 
account:  a 

temporary 
account  used  for 
closing  the 
revenue  and 
expense  accounts 

A 


The  temporary  accounts  accumulate  revenue  and  expenses  for  a fixed  period  of 
time.  They  need  to  be  “emptied”  or  closed  at  the  end  of  that  period  of  time,  so  that 
the  next  accounting  period  can  begin  with  zero  balances  in  all  the  temporary 
accounts. 

Steps  in  Closing  the  Ledger 

The  first  and  second  steps  in  the  closing  process  are  to  collect  all  the  revenue 
amounts  and  all  the  expense  amounts  into  one  account.  This  account  is  called  the 
income  summary  account.  This  is  a temporary  account  that  appears  in  the 
owner’s  equity  section  of  the  company’s  chart  of  accounts.  The  income  summary 
account  is  used  only  for  closing  the  accounts  of  the  company. 

Long  & Company 
Chart  of  Accounts 


100 

Assets 

101 

Cash 

105 

Building 

no 

Vehicles 

200 

Liabilities 

205 

Bank  Loan 

210 

Mortgage 

300 

Owner’s  Equity 

301 

D.  Long,  Capital 

302 

D.  Long,  Drawings 

303 

Income  Summary 

400 

Revenue 

401 

Sales 

500 

Expenses 

501 

Rent  Expense 

505 

Salary  Expense 

510 

Utility  Expense 
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Look  at  the  following  chart  that  outlines  the  four  steps  in  the  closing  entries.  The 
steps  are  explained  in  more  detail  on  the  following  pages. 


Step  I:  Close  the  Revenue  Accounts 


Revenue 


3000.S 

3 000.00 

0.00 

General  Journal 


Account  Title 

Debits 

Credits 

Revenue 

3 

0 

0 ( 

} 00 

Income  Summary 

3 

0 

0 L 

} 00 

Income  Summary 
3 000.00 


Step  2:  Close  the  Expense  Accounts 


Rent  Expense 


400.00 

lOlO 

.400.00 

0.00 

Salary  Expense 


700.00 

700.00 

0.00 

Utility  Expense 


200.00 

200.00^ 

0.00 

- 400.00 

- 700.00 

- 200.00 

1 300.00 


General  Journal 


Account  Title 

Debits 

Credits 

Income  Summary 

1 

3 1 

7 0 

00 

Rent  Expense 

4 1 

7 0 

00 

Salary  Expense 

71 

7 0 

00 

Utility  Expense 

2 1 

7 0 

00 

Income  Summary 


1300.00 

3000.00 

1 700.00 

Step  3:  Close  the  Income  Summary 


Income  Summary  General  journal 


1300.00 

3 000.00 

Account  Title 

Debits 

Credits 

Income  Summary 

1 : 

7 01 

7 00 

1700.00 

1 700.00 

D.  Long,  Capital 

1 ; 

7 01 

7 00 

0.00 

D.  Long,  Capital 


4 000.00 

1 700.00 

5 700.00 
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Step  4:  Close  the  Drawings  Account 

D.  Long,  Drawings  General  Journal 


180.00 

180.00 

Account  Title 

Debits 

Credits 

D.  Long,  Capital 

[ 8i 

7 00 

0.00 

D.  Long,  Drawings 

f 81 

7 00 

D.  Long,  Capital 


180.00 

5 700.00 

5520.00 

Beginning  Balances 

D.  Long,  Capital 

Rent  Expense 

4 000.00 

400.00 

D.  Long,  Drawings 


Salary  Expense 


180.00 


Revenue 


700.00 


Utility  Expense 


3 000.00 


Income  Summary 


200.00 


D.  Long,  Capital 

5520.00 


Ending  Balances 


Rent  Expense 

0.00 


D.  Long,  Drawings 

0.00 


Salary  Expense 
0.00 


Revenue 

0.00 


Income  Summary 

0.00 


Utility  Expense 

0.00 
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All  entries  must  first  appear  in  the  general  journal.^  The  entries  can fthen  be 
posted  to  the  ledger.  Therefore,  all  closing  entries  must  first  be  recorded  in 
the  general  journal. 


Step  I : Close  the  Revenue  Account 


The  revenue  account  ends  the  fiscal  period  with  a credit  balance.  The  revenue 
belongs  to  the  owner  and  must  be  transferred  (closed)  to  the  credit  side  of  the 
capital  account  to  increase  the  owner’s  capital.  The  revenue  account  is  first  closed 
into  the  income  summary  account,  so  that  this  month’s  revenue  will  be  clearly 
visible  and  not  mixed  in  with  the  capital  account. 


Since  this  is  the  first  closing  entry,  the  title  Closing  Entries  used  as  the  heading 
of  the  section.  The  entry  will  appear  as  follows  in  the  general  journal. 


GENERAL  JOURNAL  Page  9 

Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

1 

Closing  Entries 

1 

2 

19xx 

Aug. 

31 

Sales 

41 

5 

0 

0 

0 

00 

t 

2 

3 

Income  Summary 

33 

3 

0 

0 

0 

00 

3 

4 

4 

2.  Why  is  the  revenue  account  closed  into  the  income  summary  account?  Why 
isn’t  it  closed  directly  into  the  capital  account? 

Step  2:  Close  the  Expense  Accounts 

The  various  expense  accounts  end  the  fiscal  period  with  debit  balances.  The 
expenses  are  paid  by  the  business  and  are  transferred  (closed)  to  the  debit  side  of 
the  capital  account  to  decrease  the  owner’s  capital.  The  expenses  are  therefore 
totalled  and  closed  into  the  income  summary  account.  The  journal  entry  will 
appear  as  follows. 


GENERAL  JOURNAL  Page  9 

Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

, 

Closing  Entries 

1 

2 

19xx 

Aug. 

31 

Sales 

41 

3 

0 

0 

0 

00 

2 

3 

Income  Summary 

33 

3 

0 

0 

0 

00 

3 

4 

31 

Income  Summary 

33 

1 

3 

0 

0 

00 

4 

5 

Rent  Expense 

51 

4 

0 

0 

00 

5 

6 

Salary  Expense 

52 

7 

0 

0 

00 

6 

7 

Utility  Expense 

53 

2 

0 

0 

00 

7 

8 

8 

SECTION  1:  An  Accounting  Project 


29 


Step  3:  Close  the  Income  Summary  Account 


30 


The  income  summary  account  now  contains  the  total  revenue  and  the  total 
expenses  for  this  period.  The  balance  of  the  income  summary  account  is  therefore 
the  net  income  for  the  period — the  difference  between  total  revenue  and  total 
expenses. 


Total  Expenses 


Income  Summary 


1300.00 

3 000.00 

1 700.00 

Total  Revenue 
Balance  (or  Net  Income) 


The  income  summary  account  has  a credit  balance  before  it  is  closed.  Debiting 
the  income  summary  results  in  a zero  balance  in  this  account.  For  every  debit, 
there  must  be  a balancing  credit.  The  credit  is  to  the  owner’s  capital  account.  The 
credit  increases  capital  and  leaves  the  income  summary  account  with  a zero 
balance. 


The  journal  entry  will  appear  as  follows. 
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Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

1 

Closing  Entries 

1 

2 

19xx 

Aug. 

31 

Sales 

41 

3 

0 

0 

0 

00 

2 

3 

Income  Summary 

33 

3 

0 

0 

0 

00 

3 

4 

31 

Income  Summary 

33 

1 

3 

0 

0 

00 

4 

5 

Rent  Expense 

51 

4 

0 

0 

00 

s 

6 

Salary  Expense 

52 

7 

0 

0 

00 

6 

7 

Utility  Expense 

53 

2 

0 

0 

00 

7 

8 

31 

Income  Summary 

33 

1 

7 

0 

0 

00 

8 

9 

D.  Long,  Capital 

31 

1 

7 

0 

0 

00 

9 

10 

10 

11 

II 

Step  4:  Closing  the  Owner’s  Drawings  Account 

Drawings  represent  decreases  in  capital  due  to  the  owner  withdrawing  assets 
(usually  cash)  from  the  business  for  personal  use  during  the  fiscal  period.  You 
could  debit  the  capital  account  directly  for  these  amounts;  however,  debiting  the 
drawings  account  keeps  all  the  drawings  in  one  account  for  easy  reference. 
Knowing  how  much  the  owner  withdrew  from  the  business  in  the  month  is  easily 
done  by  looking  at  the  debit  balance  in  the  drawings  account.  Drawings  is  also 
called  a contra-account. 
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Remember:  Drawings  account  begins  with  D. 

Capital  account  begins  with  C. 


The  drawings  account  always  has  a DEBIT  balance  because  it  is 


the  opposite  balance  to  the  capital  account. 


The  journal  entry  to  close  the  drawings  account  will  appear  as  follows  in  the 
general  journal. 
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Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

1 

Closing  Entries 

1 

2 

19rc 

Aug. 

31 

Sales 

41 

3 

0 

0 

0 

00 

2 

3 

Income  Summary 

33 

3 

0 

0 

0 

00 

3 

4 

31 

Income  Summary 

33 

1 

3 

0 

0 

00 

4 

5 

Rent  Expense 

51 

4 

0 

0 

00 

5 

6 

Salary  Expense 

52 

7 

0 

0 

00 

6 

7 

Utility  Expense 

53 

2 

0 

0 

00 

7 

8 

31 

Income  Summary 

33 

1 

7 

0 

0 

00 

8 

9 

D.  Long,  Capital 

31 

1 

7 

0 

0 

00 

9 

10 

31 

D.  Long,  Capital 

31 

1 

8 

0 

00 

10 

II 

D.  Long,  Drawings 

32 

1 

8 

0 

00 

1 1 

The  following  chart  summarizes  the  accounts  to  be  debited  and  credited  as  each 
temporary  account  is  closed  out. 


SUMMARY  OF  CLOSING  ENTRIES 

DR 

CR 

Revenue  is  closed  to  income  summary. 

revenue 

income  summary 

Expenses  are  closed  to  income  summary. 

income  summary 

expenses 

Income  summary  is  closed  to  capital. 

income  summary 

capital 

Drawings  is  closed  to  capital. 

capital 

drawings 
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Summary  of  Ledger 


The  ledger  for  Long  & Company,  with  all  four  closing  entries  posted,  appears  in 
the  form  of  T-accounts. 

Assets  = Liabilities  + Owner’s  Equity 

$29  020.00  $23  500.00  $5520.00 


101  Cash 
11020.00 


105  Building 
1100000 


110  Vehicle 
7000.00 


205  Bank  Loan  301  D.  Long,  Capital 


1500.00 

4 000.00 
1700.00 

180.00 

5 700.00 

210  Mortgage 

5520.00 

22000.00 

302  D.  Long,  Drawings 

180.00 

180.00 

0.00 

303  Income  Summary 


1300.00 

3 000.00 

1 700.00 

1 700.00 

0.00 

401  Sales 


3 000.00 

3 000.00 

0.00 

501  Rent  Expense 


400.00 

400.00 

0.00 

505  Salary  Expense 


700.00 

700.00 

0.00 

510  Utility  Expense 


200.00 

200.00 

0.00 
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3.  Use  the  list  of  account  names  and  balances  for  Jack  Smith’s  business  to 
complete  the  questions  that  follow. 


Account  Title 

Acct.  No. 

Balance 

1 800.00 

Office  Equipment 

4 000.00 

Building 

23  000.00 

Harry’s  Plumbing  Co. 

2 500.00 

Susan’s  House  Cleaning  Co. 

1 500.00 

Jack  Smith,  Capital 

24  500.00 

Jack  Smith,  Drawings 

200.00 

Income  Summary 

Revenue 

1 900.00 

Rent  Expense 

51 

500.00  : 

Miscellaneous  Expense 

52 

300.00 

Salaries  Expense 

53 

600.00  • 

a.  Write  the  account  names,  balances,  and  account  numbers  on  the  T-accounts. 
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b.  Prepare  the  following  four  closing  entries  in  the  T-accounts. 

i.  revenue 

ii.  expenses 

iii.  income  summary 

iv.  drawings 

c.  Prepare  the  general  journal  entries  to  close  the  revenue,  expenses,  income 
summary,  and  drawings  sections.  Use  the  date  December  31,  19xx. 
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Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

1 

, 

2 

2 

3 

3 

4 

4 

5 

5 

6 

6 

7 

7 

8 

8 

9 

9 

10 

10 

II 

II 

12 

12 

13 

13 

14 

14 

15 

15 

16 

16 

Compare  your  responses  with  those  in  the  Appendix,  Section  I:  Activity  3. 


You  have  now  completed  the  steps  to  close  the  temporary  accounts.  Activity  4 will 
introduce  you  to  the  final  step  in  the  accounting  cycle — the  post-closing  trial 
balance. 


ACTIVITY  4 

The  Post-Closing  Trial 
Balance 


j post-closing 
trial  balance: 

the  trial  balance 
I ^ taken  after  the 
I closing  entries 
have  been  posted 
to  the  ledger 

: A 


After  the  closing  entries  have  been  posted  and  the  accounts  have  been  balanced,  it 
is  customary  to  do  a trial  balance  to  test  the  equality  of  the  debits  and  credits  in 
the  ledger.  The  trial  balance  taken  after  the  closing  entries  have  been  posted  is 
called  a post-closing  trial  balance.  Only  accounts  that  are  open  at  the  end  of  the 
fiscal  period  are  listed  on  the  post-closing  trial  balance.  The  accounts  that  are  left 
open  are  the  assets,  liabilities,  and  owner’s  equity  accounts.  No  revenue  or 
expense  accounts  are  included  on  the  post-closing  trial  balance  because  they  have 
already  been  closed. 
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The  following  ledger  has  been  posted  from  the  information  from  question  3 in 
Activity  3.  Using  the  ledger  and  your  answer  to  question  3 in  Activity  3,  prepare 
the  post-closing  trial  balance  for  Jack  Smith  as  at  December  31,  19xx. 


ACCOUNT  Jack  Smith,  Capital 


ACCOUNT  NO.  31 


DATE 

ITEM 

POST 

REF. 

DEBIT 

CREDIT 

DR 

CR 

BALANCE 

J9xx 

Dec. 

31 

/ 

24 

5 

0 

0 

00 

CR 

24 

5 

0 

0 

00 

31 

G9 

5 

0 

0 

00 

CR 

25 

0 

0 

0 

00 

31 

G9 

2 

0 

0 

00 

CR 

24 

8 

0 

0 

00 
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ACCOUNT  Miscellaneous  Expense 


ACCOUNT  NO.  52 


DATE 

ITEM 

POST 

REF. 

DEBIT 

CREDIT 

DR 

CR 

BALANCE 

19xx 

Dec. 

31 

/ 

3 

0 

0 

00 

DR 

3 

0 

0 

00 

31 

G9 

3 

0 

0 

00 

-0 

Account  Title 

NO. 

Debits 

Credits 

Compare  your  responses  with  those  in  the  Appendix,  Section  I:  Activity  4. 
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FOLLOW-UP  ACTIVITIES 


If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of  the 
concepts,  it  is  recommended  that  you  do  the  Enrichment. 


>'1 


Businesses  need  to  keep  their  records  current  so  that  proper  decisions  can  be 
made.  Financial  statements  must  be  prepared  occasionally  so  that  data  is 
summarized  on  the  worksheet  and  reported  on  the  financial  statements.  These 
statements  assist  managers  in  making  wise  business  decisions. 

An  income  statement  provides  the  owner  of  a business  with  a measurement  of  its 
income  performance,  summarizing  all  revenue  and  expenses  for  a given  period  of 
time. 

The  balance  sheet  provides  the  business  with  information  on  the  permanent 
accounts  of  the  business  at  a particular  point  in  time. 

Taken  together,  the  income  statement  and  the  balance  sheet  provide  a picture  of 
the  business. 

Look  at  the  following  review  chart  to  help  you  answer  question  1. 

Accounts  Financial  Statements 

Assets,  Liabilities,  and  Owner’s  Equity  — ^ Balance  Sheet  as  at  a specific  date 
(Permanent  Accounts) 

Revenue  and  Expense  Accounts  — ^ Income  Statement  for  a period  of  time 

(Temporary  Accounts) 
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1.  The  following  chart  lists  the  accounts  for  a company.  Use  a check  mark  (✓ ) to 
indicate  the  financial  in  which  statement  each  account  would  appear,  and 
whether  it  would  have  a debit  or  credit  balance. 


SORTING  ACCOUNTS 


Account  Title 

Income  Statement 

Balance  Sheet 

Debit 

Credit 

Debit 

Credit 

Cash 

Office  Machines 

Jones  Wholesale  (creditor) 

Miscellaneous  Expense 

Office  Equipment 

Tools  Inc.  (creditor) 

John  Wilson,  Capital 

Rent  Expense 

John  Wilson,  Drawings 

Hardware  Revenue 

2.  Use  the  completed  worksheet  for  the  Quick  Cleaning  Company  shown  on  the 
next  page  to  prepare  the  income  statement  and  balance  sheet  for  the  company. 
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Quick  Cleaning  Company 
Worksheet 

For  the  year  ended  December  31,  19xx 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

3 

0 

0 

0 

00 

3 

0 

0 

0 

00 

Accounts  Receivable 

12 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

Cleaning  Supplies 

13 

4 

0 

00 

4 

0 

0 

00 

Cleaning  Equipment 

14 

2 

0 

0 

0 

00 

2 

0 

0 

0 

00 

Automobile 

15 

3 

1 

0 

0 

00 

3 

1 

0 

0 

00 

Building 

16 

12 

5 

0 

0 

00 

12 

5 

0 

0 

00 

Land 

17 

18 

0 

0 

0 

00 

18 

0 

0 

0 

00 

Apex  Supply  Co. 

21 

8 

0 

0 

00 

8 

0 

0 

00 

Bank  Loan 

22 

2 

3 

0 

0 

00 

2 

3 

0 

0 

00 

J.  Martin,  Capital 

31 

26 

0 

0 

0 

00 

26 

0 

0 

0 

00 

J.  Martin,  Drawings 

32 

1 

6 

0 

0 

00 

1 

6 

0 

0 

00 

Cleaning  Income 

41 

14 

9 

0 

0 

00 

14 

9 

0 

0 

00 

Advertising  Expense 

51 

3 

0 

0 

00 

3 

0 

0 

00 

Salaries  Expense 

52 

8 

5 

0 

00 

8 

5 

0 

00 

Utilities  Expense 

53 

7 

5 

0 

00 

7 

5 

0 

00 

44 

0 

0 

0 

00 

44 

0 

0 

0 

00 

1 

9 

0 

0 

00 

14 

9 

0 

0 

00 

42 

1 

0 

0 

00 

29 

1 

0 

0 

00 

Net  Income 

13 

0 

0 

0 

00 

13 

0 

0 

0 

00 

14 

9 

0 

0 

00 

14 

9 

0 

0 

00 

42 

1 

0 

0 

00 

42 

1 

0 

0 

00 
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The  sequence  for  the  closing  entries  is  always  the  same: 

Close  all  the  revenue  accounts  into  the  income  summary  account. 
Close  all  the  expense  accounts  into  the  income  summary  account. 
(T)  Close  the  income  summary  account  into  the  capital  account. 

Close  the  drawings  account  into  the  capital  account. 


The  closing  entries  for  J.  Reynolds  Advertising  Agency  shown  on  the  next  page 
were  completed  by  an  inexperienced  clerk.  Locate  all  of  the  errors  in  the  general 
journal  and  prepare  a corrected  general  journal. 
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GENERAL  JOURNAL  Page  8 || 

1 

Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

, 

19xx 

Dec. 

31 

Magazine  Revenue 

3 

0 

0 

0 

00 

1 

2 

Income  Summary 

3 

2 

0 

0 

00 

2 

3 

Advertising  Revenue 

2 

0 

0 

00 

3 

4 

4 

5 

31 

Income  Summary 

1 

8_ 

0_ 

0 

00 

s 

6 

Rent  Expense 

7_ 

0 

0_ 

00 

6 

7 

Salaries  Expense 

6_ 

5 

0_ 

00 

7 

8 

Ojfice  Expense 

5 

0_ 

00 

8 

9 

Selling  Expense 

d. 

0 

0 

00 

9 

10 

' 

10 

1 1 

31 

J.  Reynolds,  Drawings 

£ 

5 

0 

00 

TT 

12 

Income  Summary 

£ 

5 

q_ 

00 

12 

13 

13 

14 

31 

J.  Reynolds,  Capital 

1 

4 

0 

0_ 

00 

14 

IS 

Income  Summary 

1 

4 

0 

0_ 

00 

IS 

16 

16 

GENERAL  JOURNAL  Page  8 

1 Date 

Account  Title 

POST 

REF. 

Debits  1 

1 Credits  1 

■ 

1 

, 

2 

2 

3 

3 

4 

4 

S 

s 

6 

6 

7 

7 

8 

8 

9 

9 

10 

10 

II 

II 

12 

12 

13 

13 

14 

14 

IS 

IS 

16 

16 

17 

17 

Compare  your  responses  with  those  in  the  Appendix,  Sectior 

\ 1: 

Enrichment 

•1 

J 
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CONCLUSION 


You  have  now  completed  the  first  section  of  this  module  and  have  completed  the 
accounting  cycle. 


ACCOUNTING  CYCLE  FOR  ONE  MONTH 


General  Ledger 


Six-Column  Worksheet 
(Activity  I) 


Closing  Journal  Entries 
(Activity  3) 


Financial  Statements 
(Activity  2) 


Closing  Ledger  Entries 
(Activity  3) 


Post-Closing  Trial  Balance 
(Activity  4) 


September  30  ! 


You  have  prepared  the  six-column  worksheet,  transferred  the  data  from  the 
worksheet  to  the  income  statement  and  balance  sheet,  prepared  and  posted  closing 
entries,  and  completed  the  post-closing  trial  balance. 


ASSIGNMENT 

Turn  to  your  Assignment  Booklet  and  do  the  assignment  for  Section  1. 
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PHOTO  SEARCH  LTD. 


PHOTO  SEARCH  LTD. 


y ARA  picks  up  the  ringing  phone.  It  is  her  friend  Emil. 

“Hey,  Lara,  let’s  go  for  a jog  later.  The  weather  is  great.  I thought  we’d  run 
through  the  park,  and  then  stop  at  La  Piazza  for  a cold  drink.” 

“Oh,  Emil,  that  sounds  great,  but  I have  so  much  to  do.  I have  to  finish  my 
assignment  for  class,  my  laundry  is  not  done,  and  I promised  my  sister  I would 
help  her  finish  her  computer  project.  I guess  I just  don’t  budget  my  time  very 
well.” 

Budgeting.  When  most  people  hear  the  word  budget,  it  makes  them  think  of  being 
on  a diet!  Budgeting  one’s  personal  time  means  that  a plan  is  followed  so  that 
there  will  be  time  remaining  each  day  for  doing  enjoyable  things. 

Budgeting  your  finances  has  a similar  meaning.  In  this  section  you  will  examine 
the  budget-planning  process  for  a small  business,  prepare  a budget,  and  complete 
the  section  with  an  introduction  to  budget  analysis. 
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ACTIVITY  I 


Budget  Planning 

When  an  individual  decides  to  go  into  business,  assets  are  gathered  together, 
money  may  be  borrowed  from  the  bank,  equipment  and  supplies  are  purchased, 
and  the  business  is  “born.” 

As  the  business  continues  to  operate,  the  owner  adds  records  of  sales,  purchases, 
and  operating  costs  to  the  financial  data.  These  records  help  answer  essential 
operadng  questions:  What  was  the  sales  amount  in  October?  What  were  the  utility 
costs  in  December?  How  did  we  perform  in  19yy  as  compared  to  19xx?  These 
historical  records  are  the  beginning  of  an  accounting  system. 

As  the  business  matures,  the  next  step  in  the  growth  and  improvement  of  the 
accounting  system  is  budgeting.  The  owner  may  find  it  helpful  to  compare  the 
actual  performance  in  19yy  with  the  plans  that  had  been  drawn  up  for  19yy. 


T 

budget:  a 

financial  plan  for 
a business 

A 


A budget  is  a formal  financial  and  operating  plan  for  a business  for  a fiscal  period. 
Large  organizations  have  a master  budget,  which  summarizes  all  the  objectives  of 
each  department  in  the  business. 


A budget  provides  two  basic  services  to  a business — planning  and  control. 


Look  at  the  following  budgeted  income  statement  for  Louella’s  Accounting  Service. 
Louella  has  projected  a 10  percent  growth  in  her  business,  based  on  local 
forecasting  and  trend  analysis,  for  the  upcoming  year.  She  has  also  begun 
advertising  in  a local  paper,  which  she  hopes  will  increase  her  business. 


Louella  prepared  a budget  for  19xx,  and  now,  at  the  end  of  the  year,  is  able  to 
compare  her  budgeted  figures  with  the  actual  figures.  This  information  will  help 
her  establish  the  new  budget  for  the  upcoming  year. 
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Louella’s  Accounting  Service 

Budgeted  Income  Statement 

For  the  year  ended  December  31,  19yy 

Budgeted 

I9xx 

Actual 

I9xx 

Budgeted 

I9yy 

Revenue 

Services  to  Clients 

84 

0 

0 

0 

00 

85 

4 

0 

0 

00 

93 

9 

4 

0 

00 

Expenses 

Rent  Expense 

12 

0 

0 

0 

00 

12 

0 

0 

0 

00 

13 

2 

0 

0 

00 

Salary  Expense 

29 

4 

0 

0 

00 

29 

4 

0 

0 

00 

32 

3 

4 

0 

00 

Advertising  Expense 

5 

0 

0 

00 

5 

0 

0 

00 

2 

0 

0 

0 

00 

Supplies  Expense 

10 

5 

0 

0 

00 

10 

9 

0 

0 

00 

11 

9 

9 

0 

00 

Utilities  Expense 

5 

0 

0 

0 

00 

5 

4 

5 

0 

00 

5 

9 

9 

5 

00 

Miscellaneous  Expenses 

4 

0 

0 

0 

00 

3 

7 

4 

5 

00 

4 

1 

2 

0 

00 

Total  Expenses 

61 

4 

0 

0 

00 

61 

9 

9 

5 

00 

69 

6 

4 

5 

00 

Net  Income 

22 

6 

0 

0 

00 

23 

4 

0 

5 

00 

24 

2 

9 

5 

00 

Planning 

Where  do  businesses  obtain  information  to  plan  budgets?  Some  sources  of 
information  include  the  following: 

• company  records:  Historical  records  help  a company  make  predictions  about 
the  future. 

• trend  analysis:  Economists  analyse  trends  in  the  marketplace  and  advise 
businesses  of  upward  and  downward  trends.  Day-to-day  economics  play  a 
large  role  in  planning  a budget.  Occurrences  such  as  strikes,  natural 
disasters,  new  developments,  and  international  trade  may  affect  a business 
budget.  Technological  improvements  may  also  affect  a budget. 

• experience:  The  experience  of  managers  and  staff  is  vital.  They  know  what 
is  acceptable  and  what  is  not.  Managers  have  unique  knowledge  relating  to 
the  business  that  is  not  always  documented,  but  comes  from  experience  and 
business  instinct.  The  staff  works  directly  with  the  product  and  the  customers 
and  often  has  a feel  for  trends  in  the  business.  This  business  instinct  and  feel 
are  heavily  relied  upon  when  making  business  decisions. 

When  preparing  a budget,  the  manager  of  a business  must  look  back  at  what  has 
occurred  in  the  business  already  and  look  forward  to  project  what  the  future  will 
bring.  The  budget  helps  in  this  planning  process. 


SECTION  2:  Budgeting 


47 


Control 


The  budget  prevents  departments  within  a business  from  overspending  and 
provides  control  for  the  business.  The  budget  allows  a manager  to  know  exactly 
how  much  funds  are  available  to  be  spent  this  year — there  is  no  need  to  guess  or 
accidentally  overspend. 

1.  A large  school  has  a master  budget  that  is  based  on  the  amount  of  money 
received  from  the  provincial  government  per  student.  Each  department  in  the 
school  has  drawn  up  its  own  budget  for  the  year.  What  would  each  department 
need  to  know  before  trying  to  establish  its  budget? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  I . 


The  budget  becomes  a guideline  that  a business  tries  to  follow  in  order  to  achieve 
the  goals  it  has  set  for  itself. 

2.  Company  A has  established  a budget  for  the  upcoming  year.  In  the  second 
month  of  the  budget,  Company  B establishes  a competitive  business  in  the 
same  area.  What  effect  would  this  new  business  have  on  Company  As  budget? 

3.  After  establishing  the  budget  for  the  year,  Company  A discovers  that  it  is 
eligible  for  a government  grant  in  the  amount  of  $100  000.  What  effect  would 
this  have  on  the  budget? 

Budget  Periods 

There  are  two  basic  budget  periods — short  term  and  long  term.  A long-term 
budget  extends  over  a full  year.  This  allows  the  company  to  compare  its  budget 
performance  with  its  actual  performance  over  a period  of  a year.  A short-term 
budget  helps  to  determine  how  the  company  is  doing  on  a more  regular  basis.  The 
short-term  budget  may  be  from  month  to  month,  quarter  to  quarter,  or  even  week 
to  week.  The  cost  of  preparing  the  short-term  budget  must  be  considered  when 
determining  which  type  of  budget  to  use  because  preparing  budgets  is  time 
consuming  and  costly. 

4.  Angelo’s  Sporting  Goods  is  open  all  year.  The  manager 
has  decided  that  a yearly  budget  is  sufficient  to  track 
the  progress  of  the  business.  He  has  asked  you  for 
advice.  What  factors  would  you  consider  when  advising 
the  manager  about  his  business  budget? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  i . 
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5.  Simone  has  operated  a computing  business  from  her 
home  for  the  past  three  years.  She  produces 
financial  statements  for  companies,  prepares 
reports,  designs  brochures,  and  produces 
business  cards.  Simone  has  seen  a twenty 
percent  growth  in  her  business  each  year, 
and  now  is  planning  her  budget  for  the 
upcoming  year.  The  following  chart  lists  some 
of  the  factors  that  may  affect  Simone’s  business. 

Determine  whether  the  factors  will  have  a negative  effect,  a positive  effect,  no 
effect,  or  an  unknown  effect  on  Simone’s  business.  Indicate  your  answer  with 
a check  mark  (✓) . 


1 BUSINESS  EVENTS 

Event 

Positive 

Effect 

Negative 

Effect 

No  Unknown 

Effect  Effect 

Simone  has  received  a small  business 
award  from  the  Chamber  of 

Commerce. 

Trends  indicate  that  many  businesses 
are  purchasing  their  own  desktop 
publishing  equipment. 

I 



There  has  been  a downturn  in  the 
economy,  and  the  unemployment  figure 
is  higher  than  last  year. 

Simone  has  had  the  majority  of  her 
customers  since  the  first  year  of  her 
business. 

Two  large  printing  companies  have 
begun  operation  in  the  same  city  as 
Simone. 

Simone  plans  to  purchase  a new 
laser  printer  which  prints  in  colour. 

Simone  plans  to  advertise  in  a local 
business  magazine  for  the  first  time. 

Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  I. 


This  first  activity  introduced  you  to  the  reasons  for  developing  a budget  and  using 
a budget  for  planning  and  control.  Activity  2 will  develop  your  skills  in  preparing  a 
budget. 
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ACTIVITY  2 


Preparing  a Budget 


budgeted 
income 
statement:  a 

projection  of  a 
business’ 
anticipated 
revenue, 

expenses,  and  net 
income 


Businesses  often  prepare  two  main  types  of  budgets: 

• budgeted  income  statement:  This  is  a projection  of  a business’  anticipated 
revenue,  expenses,  and  net  income  for  a fiscal  period.  It  is  sometimes 
referred  to  as  an  operating  budget.  The  budgeted  income  statement  is  a 
composite  of  the  following  budget  schedules: 

- sales  budget  schedule:  What  are  the  expected  sales  for  the  next  fiscal 
period? 

- operating  expense  budget  schedule:  What  are  the  anticipated  expenses  for 
the  same  period  of  time? 


T 

cash  budget:  a 

projection  of  a 
business  ’ expected 
cash  receipts  and 
cash  payments 

A 


In  this  module,  you  are  studying  a service  business,  where  there  is  no 
inventory  to  be  concerned  with.  If  a budget  were  to  be  prepared  for  a 
merchandise  business,  a purchases  budget  would  have  to  be  included  in  the 
budgeting  process.  This  will  be  discussed  in  future  modules. 


• cash  budget:  This  is  a projection  of  a business’  expected  cash  receipts  and 
cash  payments  for  a fiscal  period.  It  is  comprised  of  the  following  schedules: 

- cash  receipts  schedule:  all  the  cash  receipts 

- cash  payments  schedule:  all  the  cash  payments 


Sales  Budget  Schedule 


The  sales  budget  schedule  shows  the  projected  revenue  from  sales  for  a budget 
period.  This  is  usually  the  first  schedule  prepared  because  the  sales  determine 
what  can  be  allocated  for  other  expenditures.  Data  for  a sales  budget  schedule  is 
gathered  from  the  following  sources: 


• past  sales  and  sales  trends 

• a forecast  of  expected  business 

• trend  analysis 


Sales  budget  schedules  tend  to  be  on  the  conservative  side  as  they  are  the  basis 
for  all  the  other  planning  strategies  in  a business.  It  is  safer  to  project  lower  sales 
than  higher,  unrealistic  sales. 
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1.  The  following  are  the  sales  records  for  Simone’s  Office  Service.  Simone  offers 
desktop  publishing  services  including  brochures,  business  cards,  invitations, 
and  financial  reports.  The  sales  for  the  year  ended  December  31,  19xx  are 
recorded  in  the  following  table. 


Simone’s  Office  Service 

Sales  Record  for  1 9xx 

Brochures 

Business 

Cards 

Invitations 

Financial 

Reports 

Miscellaneous 

Revenue 

Totals 

January 

8 

4 

7 

00 

4 

9 

4 

00 

3 

9 

3 

00 

3 

8 

4 

5 

00 

2 

9 

2 

00 

February 

4 

9 

4 

00 

3 

0 

2 

00 

3 

4 

7 

00 

4 

8 

7 

5 

00 

3 

4 

2 

00 

March 

1 

2 

3 

2 

00 

6 

4 

9 

00 

4 

8 

4 

00 

6 

4 

9 

5 

00 

1 

4 

9 

00 

April 

6 

4 

5 

00 

8 

4 

8 

00 

4 

9 

4 

00 

7 

3 

4 

3 

00 

3 

3 

4 

00 

May 

5 

8 

5 

00 

4 

9 

4 

00 

3 

2 

7 

00 

6 

4 

9 

5 

00 

1 

2 

9 

00 

P 

June 

8 

9 

5 

00 

7 

8 

5 

00 

4 

7 

4 

00 

3 

2 

7 

2 

00 

3 

4 

3 

00 

July 

3 

5 

3 

00 

3 

8 

9 

00 

5 

7 

5 

00 

1 

3 

5 

0 

00 

3 

0 

9 

00 

August 

2 

0 

9 

00 

6 

4 

9 

00 

3 

4 

2 

00 

1 

5 

6 

0 

00 

2 

6 

5 

00 

September 

7 

8 

5 

00 

2 

0 

2 

00 

4 

3 

4 

00 

1 

7 

8 

0 

00 

4 

3 

6 

00 

October 

4 

9 

4 

00 

2 

0 

9 

00 

3 

9 

3 

00 

2 

1 

0 

1 

00 

3 

6 

7 

00 

November 

5 

9 

5 

00 

3 

0 

5 

00 

5 

6 

5 

00 

2 

8 

9 

5 

00 

2 

3 

2 

00 

December 

6 

0 

0 

00 

6 

0 

5 

00 

8 

4 

7 

00 

1 

0 

4 

0 

00 

2 

6 

5 

00 

Total 

a.  If  you  have  access  to  a spreadsheet  program,  input  the  numbers  and  total 
each  column.  If  you  don’t  have  access  to  a spreadsheet  program,  use  a 
calculator  to  find  the  totals.  Record  the  totals  in  the  spaces  provided. 

b.  What  is  the  total  sales  amount  for  the  year? 

c.  What  month  has  the  highest  total  sales? 

d.  What  month  has  the  lowest  total  sales? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


2.  a.  Using  the  sales  figures  from  question  1,  place  the  appropriate  numbers  in 
the  actual  19xx  column  in  the  sales  budget  schedule  on  the  following  page. 
The  first  entry  has  been  completed  for  you. 
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Simone’s  Ojfice  Service 

Sales  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

Budgeted 

I9xx 

Actual 

I9xx 

Budgeted 

I9yy 

January 

5 

0 

0 

0 

00 

5 

8 

7 

1 

00 

6 

5 

0 

0 

00 

February 

6 

0 

0 

0 

00 

March 

9 

0 

0 

0 

00 

i 

April 

10 

0 

0 

0 

00 

L 

May 

9 

0 

0 

0 

00 

j 

June 

6 

0 

0 

0 

00 

July 

3 

0 

0 

0 

00 

August 

3 

0 

0 

0 

00 

September 

3 

0 

0 

0 

00 

October 

3 

0 

0 

0 

00 

November 

4 

0 

0 

0 

00 

December 

3 

0 

0 

0 

00 

Total  for  Year 

64 

0 

0 

0 

00 

b.  Simone  projects  a 10  percent  increase  in  business  in  year  19yy.  Increase 
the  actual  19xx  figures  by  10  percent  and  place  the  new  figures  in  the 
budgeted  19yy  column.  Round  the  figures  to  the  nearest  hundred.  The 
first  entry  has  been  completed  for  you. 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


3.  The  sales  budget  provides  the  total  sales  for  each  month.  What  valuable 
information  is  missing  from  the  sales  budget  shown  in  question  2? 


4.  a.  Using  the  information  from  question  2,  prepare  a sales  budget  that  reflects 
the  information  in  quarters.  The  first  quarter  has  been  done  for  you. 


Simone’s  Ojfice  Service 

Sales  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

Budgeted 

I9xx 

Actual 

I9xx 

Budgeted 

I9yy 

First  Quarter 

20 

0 

0 

0 

00 

21 

2 

4 

0 

00 

23 

4 

0 

0 

00 

Second  Quarter 

Third  Quarter 

Fourth  Quarter 

Total  for  Year 
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b.  Which  was  the  most  successful  quarter  of  the  year? 


c.  Which  quarter  was  the  least  successful? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


Operating  Expense  Budget  Schedule 

The  operating  expense  budget  schedule  is  an  estimate  of  selling,  administrative, 
and  general  expenses.  Larger  companies  will  divide  selling  and  administrative 
expenses  into  different  schedules. 

Fixed  expenses,  such  as  insurance,  depreciation,  and  property  taxes,  do  not 
change  because  of  sales  levels.  Variable  expenses,  however,  are  directly  related  to 
sales  figures  and  vary  accordingly.  An  example  is  supplies.  The  higher  the  sales, 
the  more  supplies  are  used. 

Variable  expenses  are  based  on  pasttrenAs  and  future  analysis.  For  example,  if 
past  trends  show  that  the  average  increase  in  costs  from  year  to  year  is 
approximately  2.5  percent,  the  company  knows  that  its  expenses  will  rise  at  least 
that  amount.  Another  factor  is  wages.  The  rate  of  wage  increases  is  dependent  on 
the  economy,  as  well  as  other  factors. 

5.  Following  is  an  operating  expense  budget  schedule  for  Simone’s  Office  Service 
that  shows  the  budgeted  amounts  for  the  year  broken  down  into  quarters. 


1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  Individual 
Expenses 

Advertising  Expense 

2 

4 

4 

00 

6 

3 

4 

00 

2 

8 

9 

00 

3 

4 

9 

00 

Delivery  Expense 

1 

0 

2 

00 

9 

0 

2 

00 

1 

0 

2 

00 

2 

0 

3 

00 

Supplies  Expense 

1 

4 

0 

9 

00 

3 

6 

9 

4 

00 

1 

5 

8 

4 

00 

1 

3 

0 

2 

00 

Salaries  Expense 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

R 

Insurance  Expense 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

Rent  Expense 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

Utilities  Expense 

4 

0 

9 

00 

6 

9 

4 

00 

5 

0 

3 

00 

4 

0 

2 

00 

Miscellaneous  Expense 

8 

9 

00 

3 

2 

1 

00 

1 

4 

8 

00 

7 

8 

00 

Total  Expenses 

a.  Calculate  the  total  expenses  for  each  quarter  and  for  the  year  by  totalling 
each  column  and  each  row. 

b.  It  is  important  to  know  which  quarter  has  the  highest  or  lowest  expenses. 
Divide  each  quarter’s  total  expenses  by  the  total  of  all  expenses  and 
determine  what  percentage  of  the  total  operating  expense  each  quarter 
constitutes. 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


E 
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The  Budgeted  Income  Statement 

The  budgeted  income  statement  is  prepared  from  the  information  provided  in  the 
sales  and  operating  expense  budgets. 

Rather  than  having  a long,  detailed  income  statement,  the  information  is 
condensed  and  the  other  budgets  are  attached  as  schedules  to  provide  additional 
information  to  the  reader. 

6.  Following  is  a budgeted  income  statement  for  Simone’s  Office  Service  for  the 
year  ended  December  31,  19xx.  Complete  the  budgeted  income  statement 
from  the  sales  budget  and  the  operating  expenses  budget  (from  questions  1,  4, 
and  5).  The  first  quarter  has  been  done  for  you. 


Simone’s  Office  Service 

Budgeted  Income  Statement 

For  the  year  ended  December  31,  19yy 


1 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 
Year 

Revenue 

Brochures 

5 

7 

3 

00 

Business  Cards 

1 

4 

4 

5 

00 

Invitations 

1 

2 

2 

4 

00 

Financial  Reports 

15 

2 

1 

5 

00 

Miscellaneous  Revenue 

7 

8 

3 

00 

Total  Revenue 

21 

2 

4 

0 

00 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

Net  Income 

12 

0 

8 

2 

00 

J 

Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


Cash  Budget 


The  cash  budget  is  an  estimate  of  cash,  cash  receipts,  and  cash  payments.  This 
budget  helps  companies  maintain  an  adequate  cash  flow.  In  particular,  companies 
must  have  cash  to  meet  payroll  demands  at  the  end  of  the  month. 

The  two  major  components  of  the  cash  budget  are  generally  detailed  in  the 
following  schedules: 

• cash  receipts  budget  schedule 

• cash  payments  budget  schedule 
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Cash  Receipts  Budget  Schedule 

The  cash  receipts  budget  schedule  is  an  estimate  of  cash  receipts  from  all  sources. 

• cash  sales:  an  estimate  of  projected  sales  for  the  period,  usually  taken  from 
the  sales  budget  figures  previously  prepared 

Generally,  this  is  approximately  10%  of  sales. 

• collection  on  accounts  receivable:  an  estimate  of  amounts  received  from 
customers 

This  is  not  equal  to  the  sales  for  the  month  as  accounts  are  often  paid  thirty 
days  after  sales.  Some  accounts  are  uncollectible  (bad  debts)  and  there  are 
returns  on  some  sales.  Usually,  a company  receives  approximately  40  percent 
of  amounts  due  for  the  present  quarter  and  50  percent  for  the  previous 
quarter.  These  are  simply  estimates  from  previous  quarters  and  will  change 
from  business  to  business.  For  example,  a business  may  have  a high  rate  of 
collection  of  accounts  receivable.  That  is,  most  people  pay  their  accounts 
promptly.  Another  business  may  have  a low  rate  of  collection  (many  people 
do  not  pay  their  overdue  accounts).  Once  a business  has  operated  for  a 
period  of  time,  calculations  can  be  made  to  predict  the  rate  of  repayment. 
These  predictions  are  used  in  budget  preparations. 

• other  receipts:  sale  of  assets  or  dividends  and  interest 

Look  at  the  condensed  budgeted  income  statement  for  Simone’s  Office  Service  for 
the  year  ended  December  31,  19yy. 


Simone’s  Office  Service 

Budgeted  Income  Statement 

For  the  year  ended  December  31, 19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 
Year 

Total  Revenue 

21 

2 

4 

0 

00 

23 

4 

6 

3 

00 

9 

6 

3 

8 

00 

11 

5 

1 

3 

00 

65 

8 

5 

4 

00 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

Net  Income 

12 

0 

8 

2 

00 

10 

3 

1 

3 

00 

1 

0 

7 

00 

2 

2 

7 

4 

00 

24 

7 

7 

6 

00 

Simone  knows  that  the  total  sales  for  the  previous  year’s  final  quarter  were  $12  600. 
This  figure  and  the  figures  from  the  budgeted  income  statement  are  required  to 
complete  a cash  receipts  budget  schedule. 


cash  sales  (10%  of  budgeted  amount  of  $21  240)  2 124.00 

plus  receivables  collected  from  this  quarter  (40%  of  21  240)  8 496.00 

plus  receivables  collected  from  last  quarter  (50%  of  $12  600)  6 300.00 


estimated  cash  receipts  from  sales  in  first  quarter  16  920.00 
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7.  ^ok  at  the  cash  receipts  budget  schedule  begun  for  Simone’s  Office  Service. 
Complete  the  schedule  using  the  budgeted  income  statement  that  you 
completed  in  question  6. 


Simone’s  Office  Service 

Cash  Receipts  Budget  Schedule 


or  me  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 
Year 

Cash  Sales  (10%) 

2 

1 

2 

4 

00 

Plus  Receivables  this  Quarter  (40%) 

8 

4 

9 

6 

00 

Plus  Receivables  last  Quarter  (50%>) 

6 

3 

0 

0 

00 

— 

Total  Estimated  Cash  Receipts 

16 

9 

2 

0 

00 

^mpare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


Cash  Payments  Budget  Schedule 

The  cash  payments  budget  schedule  shows  estimated  cash  payments  for  the 
budgeted  period. 


Estimated  cash  payments  might  include  the  following: 

• payments  on  accounts  payable:  The  plan  to  pay  on  account  for  each  period  or 
month  IS  important.  Late  payments  may  affect  a company’s  credit  rating  and 
its  ability  to  borrow  money. 

If  a company  is  in  the  business  of  purchasing  merchandise  and  selling  it  the 
accounts  payable  will  be  considerably  higher  than  for  a service  business’. 


lUl  expenses, 
administrative  expenses. 


• payments  for  capital  purchases:  A company  will  sometimes  require  large 
outlays  of  cash  for  equipment.  These  large  expenditures  need  to  be 
budgeted. 

• miscellaneous  payments:  Other  payments,  such  as  payments  on  notes  as 
they  come  due,  will  reduce  the  amount  of  cash  a company  has  available. 
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Following  is  Simone’s  operating  expense  budget  This  budget  contains  both 
selling  expenses  (e.g.,  delivery  and  supplies)  and  administrative  expenses  (e.g., 
salaries  and  insurance).  Simone  pays  approximately  20  percent  of  her  accounts  in 
cash.  She  then  pays  approximately  50  percent  within  the  first  quarter  and  the 
balance  of  30  percent  within  the  second  quarter. 


Simone’s  Office  Service 

Operating  Expense  Budget 

For  the  year  ended  December  31, 19xx 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 

Year 

Advertising  Expense 

2 

4 

4 

00 

6 

3 

4 

00 

2 

8 

9 

00 

3 

4 

9 

00 

1 

5 

1 

6 

00 

Delivery  Expense 

1 

0 

2 

00 

9 

0 

2 

00 

1 

0 

2 

00 

2 

0 

3 

00 

1 

3 

0 

9 

00 

Supplies  Expense 

1 

4 

0 

9 

00 

3 

6 

9 

4 

00 

1 

5 

8 

4 

00 

1 

3 

0 

2 

00 

7 

9 

8 

9 

00 

Salaries  Expense 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

24 

0 

0 

0 

00 

Insurance  Expense 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

4 

2 

0 

00 

Rent  Expense 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

3 

2 

0 

0 

00 

Utilities  Expense 

4 

0 

9 

00 

6 

9 

4 

00 

5 

0 

3 

00 

4 

0 

2 

00 

2 

0 

0 

8 

00 

Miscellaneous  Expense 

8 

9 

00 

3 

2 

1 

00 

1 

4 

8 

00 

7 

8 

00 

6 

3 

6 

00 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

8.  Complete  the  following  cash  payments  budget  schedule  using  the  operating 
expense  budget  on  the  previous  page.  The  first  quarter  has  been  done  for  you. 


total  operating  expenses  for  last  quarterof  19xx  9800.00 
30%  of  last  quarter  (30%  of  9800)  2940.00 

20%  cash  (20%  of  9158)  1832.00 

50%  of  this  quarter  (50%  of  9158)  4579.00 


total  cash  payments  9351.00 


Simone’s  Office  Service 

Cash  Payments  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 
Year 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

30%  of  Last  Quarter’s  Expenses 

2 

9 

4 

0 

00 

20%  Cash 

1 

8 

3 

2 

00 

50%  of  This  Quarter’s  Expenses 

4 

5 

7 

9 

00 

Total  Estimated  Cash  Payments 

9 

3 

5 

1 

00 
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Preparing  the  Cash  Budget 


Look  at  the  completed  cash  receipts  budget  schedule  and  the  cash  payments 
budget  schedule  for  Simone’s  Office  Service. 


CO 


Total  for 

Year 

00 

00 

00 

00 

CO 

is. 

00 

CO 

CO 

'O’ 

CO 

CO 

CM 

33 

99 

4th 

Quarter 

00 

00 

00  \ 

00 

CO 

CO 

CO 

c:> 

CO 

00 

CO 

'O' 

'O’ 

10 

3rd 

Quarter 

00 

00 

00  1 

00 

'O’ 

CO 

CM 

CO 

CO 

CO 

CO 

00 

ts. 

CO 

CO 

CO 

2nd 

Quarter 

\oo\ 

00 

00 

CO 

CO 

CO 

'O’ 

00 

CM 

CO 

CO 

CO 

CO 

CO 

CM 

O) 

10 

CM 

CM 

1st 

Quarter 

00 

00 

00 

00 

'O’ 

CO 

CO 

CO 

CM 

'O’ 

CO 

CJi 

CM 

00 

CO 

'O 

Cash  Sales  (10%) 

Plus  Receivables  this  Quarter  (40%)) 

Plus  Receivables  last  Quarter  (50%o) 

Total  Estimated  Cash  Receipts 

Total  for 

Year 

\oo 

00 

00 

\00 

00 

00 

CO 

CO 

is 

CO 

'c^ 

CM 

CO 

CM 

00 

4th 

Quarter 

00  \ 

00 

00 

00  \ 

00  \ 

O) 

c^> 

00 

CO 

is 

CO 

CO 

CM 

CM 

CM 

00 

00 

CO 

CO 

'CJ’ 

3rd 

Quarter 

00 

00 

00 

00  \ 

00 

CO 

CO 

CO 

is 

Co 

'Cf 

CO 

CO 

CO 

CO 

CO 

'M’ 

Cb 

2nd 

Quarter 

00 

00 

00 

m 

00 

CO 

is. 

CO 

CO 

CM 

CO 

CO 

CO 

ts. 

CO 

CO 

Oi 

cv:  , 

CM 

CM 

CO 

1st 

Quarter 

00 

\oo\ 

00 

00 

00 

00 

CO 

CM 

CO 

'O’ 

CO 

is 

CO 

CO 

00 

CO 

CO 

CM 

'O’ 

Total  Operating  Expenses 

30%o  of  Last  Quarter’s  Expenses 

20%o  Cash  (this  Quarter) 

50%)  of  This  Quarter’s  Expenses 

Total  Estimated  Cash  Payments 

The  two  statements  are  combined  to  provide  the  accountant  with  the  cash  budget 
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9.  Complete  the  following  cash  budget  using  the  completed  cash  payments 
budget  schedule  and  cash  receipts  budget  schedule  provided.  The  first 
quarter  has  been  completed  for  you. 


Simone’s  Office  Service 

Cash  Budget 

For  the  year  ended  December  31, 19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Beginning  Cash  Balance 

9 

0 

0 

0 

00 

16 

5 

6 

9 

00 

Plus  Estimated  Cash  Receipts 

16 

9 

2 

0 

00 

Total  Cash  Available 

25 

9 

2 

0 

00 

Less  Estimated  Cash  Payments 

9 

3 

5 

1 

00 

Ending  Cash  Balance 

16 

5 

6 

9 

00 

10.  Which  quarter  would  be  the  best  quarter  in  which  to  purchase  a capital  item, 
such  as  a new  photocopier  valued  at  $5000?  Which  quarter  would  be  the 
worst? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  2. 


ACTIVITY  3 


j Budget  Analysis 

Patrice  planned  to  save  $40  per  month  in  a separate  savings 
; account  so  that  when  Christmas  arrived  she  would  have 

extra  cash  to  buy  gifts.  However,  as  the  months  passed, 

1 Patrice  found  that  some  months  she  was  only  able  to  set 

I aside  $30,  while  other  months  she  was  able  to  set  aside 

$40  as  planned.  What  prevented  Patrice  from  meeting 
i her  goal?  An  analysis  of  Patrice’s  spending  habits  and 

I expenditures  over  the  months  would  answer  this  question. 

I Once  a company  has  established  a budget,  it  will  compare  the 

! I budgeted  figures,  which  are  estimates,  with  the  actual 

' I transactions  and  determine  where  the  numbers  differ.  This  comparison  is  called 

(budget  budget  analysis. 

i analysis: 

comparison  of 
^ budgeted  figures 
with  actual 
' fgures 

lU 
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T 

comparative 

income 

statement:  an 

income  statement 
that  compares 
figures  from  two 
or  more  income 
statements 


Look  at  Simone’s  Office  Service  income  statement  in  which  the  budgeted  figures 
are  compared  to  the  actual  figures.  This  is  called  a comparative  income 
statement. 


Simone’s  Office  Service 

Comparative  Income  Statement 

For  the  first  quarter  ended  March  31,  19yy 

Budgeted 

I9yy 

Actual 

I9yy 

Increase/ 

Decrease 

Revenue 

Brochures 

2 573.00 

2 077.00 

-496.00 

Business  Cards 

1 445.00 

845.00 

-600.00 

Invitations 

1 224.00 

1 449.00 

+225.00 

Financial  Reports 

15  215.00 

10  205.00 

-5  010.00 

Miscellaneous  Revenue 

783.00 

284.00 

-499.00 

Total  Revenue 

21  240.00 

14  860.00 

-6  380.00 

Total  Operating  Expenses 

9 158.00 

7235.00 

-1  923.00 

Net  Income 

12  082.00 

7 625.00 

-4  457.00 

1.  Which  revenue  area  demonstrated  an  increase  over  the  budgeted  figure? 

2.  The  company  plans  on  increasing  advertising.  Which  area  could  benefit  the 
most  from  increased  advertising? 

3.  Look  at  the  comparative  income  statement  for  Simone’s  Office  Service  for  the 
second  quarter.  Complete  the  increase/decrease  column. 


Simone’s  Office  Service 

Comparative  Income  Statement 

For  the  second  quarter  ended  June  30,  19yy 

Budgeted 

I9yy 

Actual 

I9yy 

Increase/ 

Decrease 

Revenue 

Brochures 

2125.00 

2 200.00 

Business  Cards 

2 127.00 

2 475.00 

Invitations 

1 295.00 

1300.00 

Financial  Reports 

17 110.00 

21  020.00 

Miscellaneous  Revenue 

806.00 

902.00 

Total  Revenue 

23  463.00 

27897.00 

Total  Operating  Expenses 

13  150.00 

16  450.00 

Net  Income 

10  313.00 

11  447.00 

Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  3. 
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4.  Do  the  second  quarter  results  for  Simone’s  Office  Service  indicate  an  upward 
trend  or  a downward  trend? 

5.  Simone  is  planning  on  applying  for  a loan.  She  has  provided  the  bank  with  the 
income  statement  for  the  second  quarter.  What  might  be  wrong  with  this  plan? 


Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Activity  3. 


Activity  3 has  introduced  you  to  the  concept  of  budget  analysis.  Budget  analysis  is 
a complex  and  detailed  activity,  and  financial  analysis  is  studied  in  detail  in  future 
modules.  It  is  hoped  that  this  brief  introduction  demonstrates  the  value  of  budget 
analysis. 


FOLLOW-UP  ACTIVITIES 


If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of  the 
concepts,  it  is  recommended  that  you  do  the  Enrichment. 


Extra  Help 


Budgets  are  plans  that  assist  management  in  effectively  coordinating  business 
activities  to  achieve  the  highest  possible  profit.  The  budget  serves  two  main 
purposes: 


• a plan  for  accomplishing  set  goals 

• a means  of  controlling  overspending  and  a warning  system  for  activities  in 
certain  areas  that  require  action 

Information  to  prepare  budgets  comes  from  the  following  sources: 

• company  records 

• trend  analysis 

• experience 

There  are  two  main  budgets  prepared  by  accountants  and  each  of  these  main 
budgets  contains  schedules. 


• Budgeted  Income  Statement 

- sales  budget  schedule:  What  are  the  projected  sales  for  the  next  year? 

- operating  expense  budget  schedule:  What  are  the  projected  expenses  for 
the  next  year? 
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• Cash  Budget 

- cash  receipts  budget  schedule:  What  are  the  projected  cash  receipts  for 
the  next  year? 

- cash  payments  budget  schedule:  What  are  the  projected  cash  payments 
for  the  next  year? 

1.  Yuen  Chu  wants  to  open  an  interior  design  business  in  a fast-growing  suburbai 
area.  She  has  no  company  records  because  she  is  just  beginning  her  business 
She  also  lacks  experience  in  the  area.  Where  could  Yuen  Chu  look  for  advice 
on  preparing  a budget? 

2.  Why  does  it  make  sense  to  divide  a yearly  budget  into  quarters? 

3.  Why  is  it  important  to  have  good  control  of  the  cash  in  a business? 

4.  Cory  is  looking  at  his  company’s  sales  figures  for  the  past  quarter.  The  sales 
have  increased  by  15%  this  last  quarter,  so  he  is  going  to  adjust  his  budget  to 
reflect  an  increase  of  15%  for  the  next  three  quarters  as  well.  What  is  wrong 
with  this  idea? 


The  use  of  technology  to  prepare  budgets  saves  time  and  allows  a variety  of 
calculations  that  would  be  too  costly  to  do  manually.  For  example,  an  accountant 
can  prepare  a projected  income  statement  for  the  upcoming  year  for  a projected 
increase  of  10  percent,  15  percent,  or  20  percent  merely  by  changing  the  formula 
in  one  column.  These  projections  provide  a business  with  different  scenarios, 
depending  on  the  current  situation  of  the  business. 


Technology  is  also  able  to  provide  a business  with  current  information.  A business 
is  able  to  enter  its  daily  or  weekly  financial  information  into  its  computer  system 
and  see  the  results  immediately,  rather  than  having  to  wait  until  the  end  of  the 
fiscal  period  or  budget  period. 


62 


SECTION  2:  Budgeting 


1.  Following  is  the  sales  budget  for  Cornucopia  Services.  The  owner  is  projecting 
an  increase  in  sales  of  15  percent  for  the  second  quarter  and  the  fourth 
quarter.  Based  on  this  information,  complete  the  sales  budget. 

Use  an  electronic  spreadsheet  program  if  you  have  access  to  one.  Otherwise, 
complete  the  form  provided. 


Cornucopia  Services 
Sales  Budget 

For  the  year  ended  December  31,  19xx 


Last 

Year 

This 

Year 

Change 

First  Quarter 

91  400.00 

Second  Quarter 

113  499.00 

Third  Quarter 

154  499.00 

Fourth  Quarter 

134  900.00 

Total 

494  298.00 

2.  Mrs.  Salvallagio  owns  a sporting  goods  store.  She  does  not  prepare  budgets 
and  says  she  does  not  need  to  waste  time  doing  so.  What  is  she  overlooking  in 
her  desire  not  to  waste  time? 

3.  Complete  the  following  cash  payments  budget  schedule  for  Archie’s  Recreation 
Services.  The  operating  expenses  for  the  last  quarter  of  year  19xx  were 

$11  450. 


Archie’s  Recreation  Services 

Cash  Payments  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 

Year 

Total  Operating  Expenses 

12 

0 

0 

0 

00 

13 

0 

0 

0 

00 

13 

0 

0 

0 

00 

11 

5 

0 

0 

00 

% 

30%  of  Last  Quarter 

3 

4 

3 

5 

00 

20%  Cash 

2 

4 

0 

0 

00 

50%  of  This  Quarter 

6 

0 

0 

0 

00 

Total  Estimated  Cash  Payments 

11 

8 

3 

5 

00 

Compare  your  responses  with  those  in  the  Appendix,  Section  2:  Enrichment. 
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CONCLUSION 


In  this  section  you  were  introduced  to  the  budgeting  process  for  a service 
business,  and  prepared  budget  schedules  and  statements  for  Simone’s  Office 
Services  throughout  the  section.  Finally,  the  section  ended  with  an  introduction  to 
budget  analysis. 
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COURTESY  OF  SCOTIABANK 


CAREERS  in  the  field  of  financial  management  are  varied  and  changing.  Gone  are 
the  days  of  the  bookkeeper  or  clerk  bent  over  the  ledger,  wearing  a green 
eyeshade  and  scribing  in  numbers.  Technology  has  changed  the  face  of  business, 
and  financial  management  has  adopted  technology  for  preparing  financial 
statements,  budgets,  and  inventory  control.  Businesses  now  recognize  the  need 
for  strict  financial  control  if  they  are  to  be  successful. 

In  this  section  you  will  examine  the  employment  requirements  of  financial 
management.  You  will  also  learn  about  the  employment  opportunities  for 
accountants. 
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ACTIVITY  I 


Employment 
Requirements  for 
Financial  Management 

What  kinds  of  skills  and  knowledge  are  required  in  order  to  obtain  employment  in 
the  financial  management  field? 

Accounting  is  a service  activity.  Its  main  function  is  to  provide  financial 
information  about  businesses.  This  information  is  used  by  businesses  in  making 
decisions  and  meeting  government  obligations,  such  as  for  taxation.  When 
gathering  information  about  a business,  accountants  generally  have  to  begin  by 
asking  questions  about  the  business;  therefore,  accounting  is  about  people  and 
finances. 

Over  the  past  half  century,  accountancy  as  a profession  has  become  comparable 
with  law  or  medicine.  Most  provinces  license  public  accountants  just  as  they 
license  doctors  and  lawyers.  Licensing  accountants  helps  ensure  a high  standard 
of  professional  service.  To  work  in  the  financial  management  field,  an  individual 
must  possess  certain  skills  and  be  knowledgeable  about  a variety  of  subjects. 

Skills 

The  following  skills  are  essential  to  an  accountant: 

• communication:  An  accountant  needs  to  establish  a strong,  positive 
relationship  with  his  or  her  clients.  They  must  be  confident  of  the 
accountant’s  abilities. 

• technology:  Skill  in  using  computerized  accounting  systems  is  essential  for 
the  efficient  production  of  financial  information. 

Knowledge 

An  accountant’s  knowledge  must  cover  several  broad  areas: 

• theory  of  accountancy:  This  theory  forms  the  foundation  of  financial 
management.  Knowing  the  rules  and  regulations  of  the  profession,  using  the 
correct  professional  terminology,  and  demonstrating  knowledge  of  the 
preparation  of  financial  statements  is  essential. 

• the  business:  Knowing  about  the  structure  of  the  business  is  essential.  The 
accountant  for  a company  must  be  familiar  with  the  workings  of  the  company 
in  order  to  be  an  effective  accountant. 
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• economics,  politics,  and  marketing:  Knowledge  of  economics,  politics,  and 
marketing  is  helpful  because  it  assists  the  accountant  in  making  predictions 
about  the  future  of  the  company.  Predicting  economic  trends  is  an  important 
function  of  an  accountant. 

Along  with  knowledge  and  skills,  an  accountant  needs  the  following 
characteristics: 

• positive  attitude:  A positive  attitude  toward  work  and  the  area  of  financial 
management  is  essential.  The  ability  to  start  and  finish  a task,  not  be 
frustrated  by  problems  that  are  encountered,  and  maintain  a professional 
attitude  is  essential  for  an  accountant. 

• ethical  behaviour:  An  accountant  must  be  responsible  to  the  professional 
association  to  which  he  or  she  belongs.  The  code  of  ethics  for  each 
professional  designation  outlines  areas  such  as  confidentiality,  conflict  of 
interest,  and  upholding  the  accountancy  profession. 

An  accounting  position  has  become  available  at  a large  travel  agency.  Two 
candidates,  Andrea  and  Jacob,  have  applied  for  the  position.  Read  the  following 
details  about  each  applicant.  What  are  the  positive  characteristics  of  each?  Which 
applicant  would  you  hire  if  you  were  given  the  opportunity? 

Andrea:  Andrea  has  completed  her  Bachelor  of  Commerce  degree  at  university, 
and  is  now  working  towards  her  Chartered  Accountant  designation.  She  was  an 
excellent  student  at  university,  and  concentrated  mostly  on  courses  in  theory, 
rather  than  computing  courses.  She  prefers  to  work  alone  on  projects.  Andrea  has 
been  working  as  an  accounting  clerk  for  a large  manufacturing  company  during 
the  summers. 
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Jacob:  Jacob  has  worked  as  a clerk  in  a small  travel  agency,  where  he  booked 
flights  and  prepared  itineraries  for  clients.  He  attended  a local  college  and  is  now 
completing  his  CGA  (Certified  General  Accountant)  designation.  Jacob  enjoys 
working  with  people,  and  is  worried  that  being  an  accountant  will  be  a very 
solitary  job. 


Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Activity  I. 


Activity  1 has  outlined  some  of  the  employment  requirements  for  the  field  of 
financial  management.  Activity  2 lists  some  employment  options  for  accountants. 

ACTIVITY  2 

Employment  Options  for 
an  Accountant 


In  Canada  there  are  a number  of  accounting  organizations  that  provide  education 
and  professional  training.  These  include  the  following: 

• Institute  of  Chartered  Accountants  - CA  designation 

• Certified  General  Accountants  - CGA  designation 

• Society  of  Management  Accountants  - CMA  designation 

Courses  are  available  through  these  organizations  and  colleges.  In  the  case  of  the 
chartered  accountants  and  management  accountant,  a university  degree  is  a 
prerequisite  (generally  a Bachelor  of  Commerce  degree). 

All  three  organizations  require  their  members  to  have  practical  experience  in 
order  to  qualify.  To  quality  as  a CGA,  CMA,  or  CA,  you  must  pass  a final 
examination  that  is  the  same  across  the  country. 

Accountancy  is  the  fastest  growing  profession.  Its  growth  is  in  response  to  the 
expansion  and  complexity  of  the  economy,  the  increasing  involvement  of  the 
accountant  in  the  process  of  management  decisions,  and  a growing  number  of 
financial  reporting  activities. 

Where  Are  Accountants  Employed? 

Accountants  are  employed  in  three  broad  fields: 

• public  accounting 

• private  accounting 

• government 
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Public  Accounting 

A public  accountant  may  be  employed  in  any  of  the  following  services: 

• auditing:  The  principal  service  offered  by  public  accountants  is  auditing. 
Banks  commonly  require  an  audit  of  the  financial  statements  of  a company 
that  applies  for  a sizable  loan.  Such  audits  are  performed  by  public 
accountants  who  are  independent  professionals  working  for  a fee. 

The  purpose  of  an  audit  is  to  lend  credibility  to  a company’s  financial 
statements.  The  auditor  carefully  examines  the  company’s  statements  and 
the  account  records  from  which  they  were  prepared.  The  auditor  determines 
whether  the  statements  fairly  reflect  the  company’s  financial  position  and 
operating  results  in  accordance  with  generally  accepted  accounting 
principles. 

• management  advisory  services:  Public  accountants  commonly  offer 
management  advice  to  a company.  Clients  use  the  suggestions  from  the 
accountant  to  make  management  decisions.  Management  advisory  services 
include  the  design,  installation,  and  improvement  of  a client’s  general 
accounting  system  and  any  related  information  systems  it  may  have  for 
managing  the  company.  Management  advisory  services  may  also  include 
financial  planning,  budgeting,  forecasting,  and  inventory  control. 

• tax  services:  A professional  accountant  is  well  qualified  to  render  services  in 
the  tax  area,  including  preparing  and  filing  tax  returns. 


1.  Harrison  is  an  accountant  for  a large  organization.  Each  year,  he  must  prepare 
the  books  and  records  so  that  an  auditor  can  come  in  and  examine  them. 

“Why  bother?”  says  Harrison.  “Does  the  company  think  I am  cheating  it  or 
that  I am  incompetent?” 

How  would  you  respond  to  Harrison? 

2.  There  have  been  instances  where  bank  employees  have  been  charged  with 
theft  and  fraud.  The  employees  have  taken  money  from  accounts  that  did  not 
belong  to  them,  established  phony  accounts,  and  transferred  funds  from 
accounts  that  were  inactive.  How  would  an  audit  reveal  these  practices? 


Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Activity  2. 
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Private  Accounting 

Accountants  employed  by  a single  company  are  said  to  be  private  accountants.  A 
small  business  may  employ  only  one  accountant  or  it  may  depend  on  the  services 
of  a public  accountant.  A large  business,  on  the  other  hand,  may  have  a large 
accounting  department.  The  employees  of  a large  accounting  department 
commonly  work  under  the  supervision  of  a chief  accounting  officer  called  the 
controller. 

A private  accountant  may  be  employed  in  any  of  the  following  areas: 

• general  accounting:  General  accounting  involves  the  general  tasks  of 
recording  transactions,  processing  the  recorded  data,  and  preparing  financial 
reports  for  use  by  the  management. 

• cost  accounting:  Cost  accounting  involves  determining  and  controlling  costs 
and  assessing  the  performance  of  managers  who  are  responsible  for  costs. 
This  may  involve  accounting  for  the  costs  of  producing  a certain  product  or 
service,  or  the  costs  of  performing  some  other  specific  function. 

• budgeting:  The  process  of  developing  formal  plans  for  future  business 
activities  is  called  budgeting.  The  objective  of  budgeting  is  to  provide 
management  with  a clear  understanding  of  all  the  activities  that  must  be 
undertaken  and  completed  in  order  to  accomplish  the  company’s  objectives. 

• internal  auditing:  In  addition  to  an  annual  audit  by  an  independent  firm  of 
public  accountants,  many  companies  maintain  a staff  of  internal  auditors. 
These  employees  move  from  one  department  to  another,  checking  the 
records  and  operating  procedures  of  each  department. 

3.  Eric  is  working  towards  his  Bachelor  of  Commerce  degree  at  university. 

“I  can  understand  taking  courses  about  economics  and  taxation.  But  I want  to 

be  a cost  accountant.  Why  do  I have  to  take  these  courses  about  auditing  and 

budgeting?” 

Can  you  explain  this  to  Eric? 


Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Activity  2. 


70 


SECTION  3:  Careers  in  Financial  Management 


Government  Accounting 


Accountants  who  work  for  the  municipal,  provincial,  and  federal  governments 
provide  various  services.  Government  accountants  are  used  in  many  capacities, 
including  government  payroll,  investigation  of  tax  evasion,  and  public  boards. 
Government  accountants  may  also  provide  all  of  the  services  that  public  and 
private  accountants  provide,  only  their  client  is  the  government. 

What  About  Other  Careers  in  Financial  Management? 

There  are  specialized  positions  within  the  area  of  financial  management  that  do  not 
necessarily  require  a formal  accounting  designation.  Some  of  these  positions 
include  the  following: 

• accounts  payable  clerk 

• accounts  receivable  clerk 

• payroll  clerk 

• receptionist  with  accounting  skills 

• purchasing  clerk 

• sales  clerk 

• bookkeeper 

These  positions  vary  from  company  to  company,  but  all  the  positions  require  the 
basic  knowledge  of  financial  management  that  you  are  obtaining  in  this  course, 
together  with  the  use  of  technology,  which  you  should  be  acquiring. 

4.  Use  the  word  list  to  complete  the  following  crossword  puzzle. 


WORD  LIST 


bookkeeper 

public 

cost 

sales  clerk 
auditor 
controller 
accts.  payable  clerk 


payroll  clerk 
receptionist 
chartered 
career 

tax  accountant 
computer  skills 
business  knowledge 


CLUES 


ACROSS 


1.  accountant  who  is  employed  by  many  companies 
4.  accountant  who  focuses  on  cash  flow 
8.  accountant  who  specializes  in  taxation  matters 
11.  one  who  works  under  the  direction  of  an  accountant,  entering  data 

13.  activity  pursued  as  a livelihood 

14.  one  accounting  designation 
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DOWN 
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2.  what  you  need  to  know  to  work  in  the  financial  field 

3.  responsible  for  paying  the  company  bills 

5.  reviews  the  books  and  records  of  a company 

6.  technical  ability  required  by  an  accountant 

7.  responsible  for  selling  items  for  a company 
9.  chief  accountant  in  a large  department 

10.  the  first  person  who  greets  clients  in  a company 
12.  responsible  for  paying  employees  in  a company 


' 

2 

3 

4 

5 

6 

7 

8 

9 

10 

" 

12 

13 

14 

Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Activity  2. 


5.  Miko  attended  secondary  school  in  northern  Alberta  and  she  took  financial 
management  courses  as  part  of  her  high  school  program.  This  background 
helped  her  obtain  employment  at  an  insurance  company  after  graduation.  Aftei 
less  than  a year  in  that  position,  Miko  was  promoted  to  commissions  clerk. 

Since  then,  Miko’s  accounting  career  has  been  varied.  From  the  insurance 
company,  Rita  moved  to  Ace  Business  Machines  as  an  accounts  payable  clerk. 
Her  responsibilities  there  included  organizing  the  invoices  for  payment, 
ensuring  that  discounts  for  early  payment  were  made,  and  matching  invoices  to 
packing  slips  and  purchase  orders  so  that  payment  could  be  approved  by  the 
general  manager. 
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After  a year-and-a-half  with  Ace  Business  Machines,  Miko  left  her  job  to  start  a 
family.  Then,  after  a four-year  absence  from  the  work  force,  she  joined  a large 
publishing  company  Miko  began  by  working  in  the  customer  service 
department  and  later  moved  to  the  accounts  receivable  department  as  a 
collection  clerk.  Eventually,  she  was  promoted  to  accounting  operations 
administration. 

Although  a great  many  of  Miko’s  present  skills  were  learned  on  the  job,  she 
feels  that  her  high  school  financial  management  courses  gave  her  a firm 
foundation.  They  taught  her  not  only  basic  accounting  concepts  and 
procedures,  but  also  the  importance  of  organization,  accuracy,  and 
thoroughness. 

a.  What  are  the  accounting  jobs  Miko  has  held  since  graduating  from  high 
school? 

b.  How  have  Miko’s  accounting  courses  helped  her  in  her  career? 


Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Activity  2. 


You  have  now  been  introduced  to  careers  in  the  field  of  financial  management. 
The  skills  and  knowledge  developed  in  this  area  are  transferable  to  many  careers 
inside  and  outside  the  financial  management  field,  and  it  is  hoped  that  students  of 
financial  management  will  appreciate  the  value  of  these  skills  when  seeking 
employment. 


FOLLOW-UP  ACTI VITI ES 


If  you  had  difficulties  understanding  the  concepts  in  the  activities,  it  is 
recommended  that  you  do  the  Extra  Help.  If  you  have  a clear  understanding  of  the 
concepts,  it  is  recommended  that  you  do  the  Enrichment. 


Extra  Help 


There  are  many  careers  available  to  students  of  financial  management.  All 
professional  accounting  designations — CA,  CMA,  CGA — require  work  experience 
and  the  successful  completion  of  a final  examination.  The  profession  of 
accountancy  can  be  a rewarding  and  satisfying  career  because  it  is  a service 
industry,  and  the  accountant  works  with  people  and  finances. 

1.  Carole  has  been  confined  to  a wheelchair  since  she  was  a teenager.  She  is 
interested  in  pursuing  a career  as  an  accountant,  but  she  is  worried  that  her 
lack  of  mobility  will  affect  her  career  choice.  Can  you  advise  her? 
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2.  Andrew  wants  to  start  his  own  business.  He  is  thinking  of  hiring  an  accountani 
to  take  care  of  any  financial  matters  since  he’ll  be  too  busy  running  the 
company.  What  is  wrong  with  Andrew’s  thinking? 


Do  one  of  the  following  activities. 

1.  Contact  an  individual  in  your  community  who  works  in  the  field  of  financial 
management.  If  you  go  to  a school,  you  could  talk  to  the  school’s 
administrative  assistant  or  secretary. 

Ask  the  individual  the  following  questions  and  prepare  a report  based  on  the 
responses. 

• What  kind  of  education  did  you  have  prior  to  beginning  this  position? 

• What  technological  skills  (keyboarding,  computers)  did  you  have  when 
you  began  this  position? 

• What  kind  of  technology  do  you  presently  use  in  this  position? 

• Is  there  opportunity  for  advancement  in  this  company? 

2.  Obtain  a copy  of  the  Yellow  Pages™  and  turn  to  the  section  listing  accountants. 
Look  through  the  ads  and  prepare  a report  which  answers  the  following 
questions: 

• What  categories  of  accountants  are  listed  in  the  Yellow  Pages™?  Which 
category  has  the  largest  number  of  accountants? 

• Select  one  of  the  larger  advertisements  and  briefly  outline  the  informatioi 
that  is  provided  in  the  advertisement. 

• The  Yellow  Pages™  likely  contain  advertisements  from  the  professional 
accounting  organizations.  Which  of  the  professional  accounting 
organizations  have  advertisements  and  what  do  their  ads  say? 


Compare  your  responses  with  those  in  the  Appendix,  Section  3:  Enrichment. 
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CONCLUSION 


This  section  on  careers  has  introduced  you  to  the  world  of  financial  management 
as  a career  option.  Financial  management  is  also  a life  skill — it  is  valuable  in 
everyday  living  and  decision  making.  The  potential  for  growth  in  the  area  of 
financial  management  is  very  good,  and  it  complements  other  career  choices  such 
as  entrepreneurship,  volunteer  work,  and  working  with  technology. 


ASSIGNMENT 

Turn  to  your  Assignment  Booklet  and  do  the  assignment  for  Section  3. 

. ..fa  . . I 


M-0*D»U>L*E  S-U*M*M*A*R»Y 


In  this  module  you  completed  the  accounting  cycle  for  a service  business, 
beginning  with  the  worksheet  and  working  through  financial  statements  and  the 
post-closing  trial  balance.  You  were  also  introduced  to  the  importance  of 
budgeting  in  financial  management.  Finally,  the  aspect  of  careers  in  financial 
management  were  discussed. 
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COURSE  SURVEY  FOR 

COMPLETING  AN  ACCOUNTING  CYCLE  FOR  A SERVICE  BUSINESS 

(FIN  103) 


I. 

\Hease  evaluate  this  course  and  return  this  survey  to  the  address  given  at  the  end  of  the  survey.  If  you  have  a 
%nal  module  assignment,  you  may  return  this  survey  with  that  assignment.  This  course  is  designed  in  a new 
iistance  learning  format,  so  we  are  interested  in  your  responses.  Your  constructive  comments  will  be  greatly 
appreciated,  as  future  course  revisions  can  then  incorporate  any  necessary  improvements. 

l»fame  Age  □ under  19  □ 19  to  40  □ over  40 

Address  File  No.  

s Date  


jpesign 

It.  The  Student  Module  Booklet  contains  a variety  of  self-assessed  activities.  Did  you  find  it  helpful  to  be  able 
! to  check  your  work  and  have  immediate  feedback? 

i □ Yes  □ No  If  yes,  explain. 


!j  1.  Were  the  questions  and  directions  easy  to  understand? 
□ Yes  □ No  If  no,  explain. 
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Course  Survey 


3.  Each  section  contains  Follow-up  Activities.  Which  type  of  Follow-up  Activity  did  you  choose? 


□ mainly  Extra  Help 

□ mainly  Enrichment 

□ a variety 

□ none 


Did  you  find  these  activities  beneficial? 
□ Yes  □ No  If  no,  explain. 


4.  Did  you  understand  what  was  expected  in  the  Assignment  Booklet? 
□ Yes  □ No  If  no,  explain. 


5.  The  course  materials  were  designed  to  be  completed  by  students  working  independently  at  a distance.  Were 
you  always  aware  of  what  you  had  to  do? 


□ Yes  □ No  If  no,  provide  details. 


6.  This  distance  learning  course  may  include  an  assortment  of  drawings,  photographs,  and  charts, 
a.  Did  you  find  the  visuals  in  this  course  helpful? 

□ Yes  □ No  Comment  on  the  lines  below. 


b.  Did  you  find  the  variety  of  visuals  in  this  course  motivating? 
□ Yes  □ No  Comment  on  the  lines  below. 
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L Suggestions  for  audiocassette,  videocassette,  and  computer  activities  may  have  been  included  in  the  course. 
Did  you  complete  these  media  activities? 

□ Yes  □ No  Comment  on  the  lines  below. 


i 

i 

I )nly  students  enrolled  in  a Junior  High  course  need  to  complete  the  following  question. 

‘ I.  The  Student  Module  Booklet  may  have  directed  you  to  work  with  your  learning  facilitator.  How  well  did 
you  work  as  a team? 

i Student’s  comments:  


Learning  facilitator’s  comments: 


bourse  Content 

1.  Was  enough  detailed  information  provided  to  help  you  learn  the  expected  skills  and  ojectives? 

Ill 

i:  □ Yes  □ No  Comment  on  the  lines  below. 


1[2.  Did  you  find  the  work  load  reasonable? 
! , □ Yes  □ No  If  no,  explain. 
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Course  Survey 


3.  Did  you  have  any  difficulty  with  the  reading  level? 
□ Yes  □ No  Please  comment. 


4.  How  would  you  assess  your  general  reading  level? 

□ poor  reader  □ average  reader  □ good  reader 

5.  Was  the  material  presented  clearly  and  with  sufficient  depth? 

□ Yes  □ No  If  no,  explain. 

General 

1 . What  did  you  like  least  about  the  course? 

2.  What  did  you  like  most  about  the  course? 

Additional  Comments 

Financial  Management  103  4 Course  Survi 


IDnly  students  enrolled  with  the  Alberta  Distance  Learning  Centre  need  to  complete  the  remaining 
questions. 

1.  Did  you  contact  the  Alberta  Distance  Learning  Centre  for  help  or  information  while  doing  your  course? 
□ Yes  □ No  If  yes,  approximately  how  many  times?  

I* 

! Did  you  find  the  staff  helpful? 

! □ Yes  □ No  If  no,  explain. 


Were  you  able  to  fax  any  of  your  assignment  response  pages? 

, □ Yes  □ No  If  yes,  comment  on  the  value  of  being  able  to  do  this. 


i.  If  you  mailed  your  assignment  response  pages,  how  long  did  it  take  for  their  return? 


I 


Was  the  feedback  you  received  from  your  correspondence  or  distance  learning  teacher  helpful? 
□ Yes  □ No  Please  comment. 


Thanks  for  taking  the  time  to  complete 
his  survey.  Your  feedback  is  important 
0 us.  Please  return  this  survey  with  your 
inal  module  assignment. 


Instructional  Design  and  Development 
Alberta  Distance  Learning  Centre 
Box  4000 
Barrhead,  Alberta 
T7N  1P4 
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balance  sheet:  a statement  showing  the 
financial  position  of  a business  on  a 
particular  date 

budget:  a formal  financial  plan  for  a business 

budget  analysis:  comparison  of  budgeted 
figures  with  actual  figures 

budgeted  income  statement:  a projection  of  a 
business’  anticipated  revenue,  expenses,  and 
net  income 

cash  budget:  a projection  of  a business’ 
expected  cash  receipts  and  cash  payments 

comparative  income  statement:  an  income 
statement  that  compares  figures  from  two  or 
more  income  statements 

contra-asset  account:  an  account  that  must  be 
considered  along  with  a given  asset  account 
to  show  the  true  value  of  the  asset  account 

income  statement:  a financial  statement  that 
lists  the  revenue,  expenses,  and  net  income 
or  net  loss  over  a fiscal  period 

income  summary  account:  a temporary 
account  used  for  closing  the  revenue  and 
expense  accounts 


net  income:  the  difference  between  total 
revenues  and  total  expenses  if  the  revenues 
are  greater  than  the  expenses 

net  loss:  the  difference  between  total  revenues 
and  total  expenses  if  the  expenses  are 
greater  than  the  revenues 

permanent  accounts:  accounts  that  have 
balances  that  continue  from  one  fiscal  period 
to  another  (i.e.,  asset,  liability,  and  owner’s 
equity  accounts) 

post-closing  trial  balance:  the  trial  balance 
taken  after  the  closing  entries  have  been 
posted  to  the  ledger 

temporary  accounts:  accounts  that  are 

opened  at  the  beginning  of  the  fiscal  period 
and  closed  at  the  end  (i.e.,  revenue  and 
expense  accounts  that  appear  on  the  income 
statement) 

worksheet:  an  informal  business  paper  used  to 
organize  and  summarize  data  about  the 
financial  condition  of  a business 
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Section  I:  Activity  I 

1.  It  is  important  to  include  all  the  accounts  in  the  worksheet  because  if  the  worksheet  does  not  balance,  you 
know  that  you  have  included  all  the  accounts.  Also,  the  worksheet  is  used  to  prepare  the  income 
statement  and  balance  sheet,  and  all  accounts  should  be  included  in  these  statements,  even  if  they  have 
zero  balances. 

2.  The  fiscal  period  is  important  because  when  the  income  statement  is  prepared,  the  reader  needs  to  know 
over  what  period  of  time  the  income  was  earned. 

3. 

Quick  Cleaning  Company 
Worksheet 

For  the  year  ended  December  31,  19xx 


Account  Title 

; 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

If 

11 

3 

0 

0 

0 

00 

II  Accounts  Receivable 

12 

1 

5 

0 

0 

00 

11  Cleaning  Supplies 

13 

4 

0 

0 

00 

g Cleaning  Equipment 

14 

2 

0 

0 

0 

00 

II  Automobile 

15 

3 

1 

0 

0 

00 

Building 

16 

12 

5 

0 

0 

00 

M Land 

17 

18 

0 

0 

0 

00 

\ Apex  Supply  Co. 

21 

8 

0 

0 

00 

j Bank  Loan 

22 

2 

3 

0 

0 

00 

J.  Martin,  Capital 

31 

26 

0 

0 

0 

00 

\ J.  Martin,  Drawings 

32 

1 

6 

0 

0 

00 

\ Cleaning  Income 

41 

14 

9 

0 

0 

00 

I Advertising  Expense 

51 

3 

0 

0 

00 

\ Salaries  Expense 

52 

8 

5 

0 

00 

\ Utilities  Expense 

53 

7 

5 

0 

00 

44 

0 

0 

0 

00 

44 

0 

0 

0 

00 

[ 
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4. 


Quick  Cleaning  Company 

Worksheet 

For  the  year  ended  December  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

3 

0 

0 

0 

00 

3 

0 

0 

0 

00 

Accounts  Receivable 

12 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

Cleaning  Supplies 

13 

4 

0 

0 

00 

4 

0 

0 

00 

Cleaning  Equipment 

14 

2 

0 

0 

0 

00 

2 

0 

0 

0 

00 

Automobile 

15 

3 

1 

0 

0 

00 

3 

1 

0 

0 

00 

Building 

16 

12 

5 

0 

0 

00 

12 

5 

0 

0 

00 

Land 

17 

18 

0 

0 

0 

00 

18 

0 

0 

0 

00 

Apex  Supply  Co. 

21 

8 

0 

0 

00 

8 

0 

0 

00 

Bank  Loan 

22 

2 

3 

0 

0 

00 

2 

3 

0 

0 

00 

J.  Martin,  Capital 

31 

26 

0 

0 

0 

00 

26 

0 

0 

0 

00 

J.  Martin,  Drawings 

32 

1 

6 

0 

0 

00 

1 

6 

0 

0 

00 

Cleaning  Income 

41 

14 

9 

0 

0 

00 

14 

9 

0 

0 

00 

Advertising  Expense 

51 

3 

0 

0 

00 

3 

0 

0 

00 

Salaries  Expense 

52 

8 

5 

0 

00 

8 

5 

0 

00 

Utilities  Expense 

53 

7 

5 

0 

00 

7 

5 

0 

00 

44 

0 

0 

0 

00 

44 

0 

0 

0 

00 
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1 Quick  Cleaning  Company 

Worksheet 

< For  the  year  ended  December  31,  19xx 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

3 

0 

0 

0 

00 

3 

0 

0 

0 

00 

Accounts  Receivable 

12 

1 

5 

0 

0 

00 

1 

5 

0 

0 

00 

’1  Cleaning  Supplies 

13 

4 

0 

0 

00 

4 

0 

0 

00 

1 Cleaning  Equipment 

14 

2 

0 

0 

0 

00 

2 

0 

0 

0 

00 

Automobile 

15 

3 

1 

0 

0 

00 

3 

1 

0 

0 

00 

Building 

16 

12 

5 

0 

0 

00 

12 

5 

0 

0 

00 

Land 

17 

18 

0 

0 

0 

00 

18 

0 

0 

0 

00 

' Apex  Supply  Co. 

21 

8 

0 

0 

00 

8 

0 

0 

00 

' Bank  Loan 

22 

2 

3 

0 

0 

00 

2 

3 

0 

0 

00 

1 J.  Martin,  Capital 

31 

26 

0 

0 

0 

00 

26 

0 

0 

0 

00 

1 /.  Martin,  Drawings 

32 

1 

6 

0 

0 

00 

1 

6 

0 

0 

00 

1 Cleaning  Income 

41 

14 

9 

0 

0 

00 

14 

9 

0 

0 

00 

Advertising  Expense 

51 

3 

0 

0 

00 

3 

0 

0 

00 

Salaries  Expense 

52 

8 

5 

0 

00 

8 

5 

0 

00 

Utilities  Expense 

53 

7 

5 

0 

00 

7 

5 

0 

00 

44 

0 

0 

0 

00 

44 

0 

0 

0 

00 

1 

9 

0 

0 

00 

14 

9 

0 

0 

00 

42 

1 

0 

0 

00 

29 

1 

0 

0 

00 

Net  Income 

13 

0 

0 

0 

00 

13 

0 

0 

0 

00 

14 

9 

0 

0 

00 

14 

9 

0 

0 

00 

42 

1 

0 

0 

00 

42 

1 

0 

0 

00 

If.  a.  Fergy’s  Car  Services 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

1 

4 

0 

0 

00 

1 

4 

0 

0 

00 

Accts.  Rec. 

15 

3 

5 

0 

0 

00 

3 

5 

0 

0 

00 





^ 

34 

7 

8 

2 

00 

34 

7 

8 

2 

00 

1 

2 

9 

5 

00 

1 

1 

5 

0 

00 

33 

4 

8 

7 

00 

33 

6 

3 

2 

00 

Net  Loss 

1 

4 

5 

00 

1 

4 

5 

00 

1 

2 

9 

5 

00 

1 

2 

9 

5 

00 

33 

6 

3 

2 

00 

33 

6 

3 

2 

00 

8i 
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b.  Anne  Kay’s  Florists 


Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

3 

6 

5 

4 

00 

3 

6 

5 

4 

00 

Supplies 

16 

8 

5 

8 

00 

8 

5 

8 

00 

=== — 1 

— 

^ — — — 

62 

4 

2 

9 

00 

62 

4 

2 

9 

00 

14 

7 

4 

9 

00 

16 

4 

7 

0 

00 

47 

6 

8 

0 

00 

45 

9 

5 

9 

00 

Net  Income 

1 

7 

2 

1 

00 

1 

7 

2 

1 

00 

16 

4 

7 

0 

00 

16 

4 

7 

0 

00 

47 

6 

8 

0 

00 

47 

6 

8 

0 

00 

c.  Rover  Dog  Care  Services 

Account  Title 

Acct. 

No. 

Trial  Balance 

Income  Statement 

Balance  Sheet 

Debits 

Credits 

Debits 

Credits 

Debits 

Credits 

Cash 

11 

7 

9 

7 

00 

7 

9 

7 

00 

Accts.  Rec. 

15 

5 

4 

9 

00 

5 

4 

9 

00 

LJ 

' ' 

6 

4 

7 

5 

00 

6 

4 

/ 

5 

00 

1 

1 

4 

3 

00 

8 

1 

0 

00 

5 

3 

3 

2 

00 

3 

6 

6 

5 

00 

Net  Income 

1 

6 

6 

7 

00 

1 

6 

6 

7 

00 

2 

8 

1 

0 

00 

2 

8 

1 

0 

00 

5 

3 

3 

2 

00 

5 

3 

3 

2 

00 

7.  a.  The  main  advantage  of  each  of  the  formulas  which  appear  in  the  income  statement  and  balance  sheet 
columns  is  that  the  numbers  do  not  have  to  be  re-entered.  This  eliminates  the  chance  that  the 
accountant  will  write  the  wrong  number  in  the  extended  column,  thus  creating  an  error. 

b.  The  main  advantage  of  the  totalling  formulas  at  the  bottom  of  each  column  is  speed.  There  is  no  need 
to  use  a calculator  to  add  each  column.  The  totals  appear  automatically  once  the  numbers  are  entered. 


Section  I : Activity  2 


1. 


Jerry’s  Steam-Cleaning  Service 

Income  Statement 

For  the  month  ended  June  30,  19xx 

Revenue 

Cleaning  Income 

4 

3 

5 

7 

65 

Expenses 

Utility  Expense 

4 

5 

6 

20 

Telephone  Expense 

1 

1 

0 

70 

Salary  Expense 

1 

9 

5 

0 

60 

Total  Expenses 

2 

5 

1 

7 

50 

Net  Income 

1 

8 

4 

0 

15 

82 
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2. 


Jerry’s  Steam-Cleaning  Service 

Balance  Sheet 

As  at  June  30, 19xx 

Assets 

Liabilities 

Cash 

6 

3 

0 

0 

75 

Bank  Loan 

1 

1 

0 

1 

95 

OJfice  Equipment 

7 

5 

0 

25 

Total  Liabilities 

1 

1 

0 

1 

95 

Office  Supplies 

5 

0 

00 

Cleaning  Supplies 

9 

7 

5 

60 

Owner’s  Equity 

Acc.  Rec.,  Brenda’s  Diner 

4 

7 

5 

20 

Jerry  White,  Cap.  June  1 31  535.50 

Acc.  Rec.,  Sue’s  Dress  Shop 

3 

5 

0 

60 

Add:  Net  Income  1 840. 15 

Truck 

25 

3 

7 

5 

20 

Less:  Drawings  200.00 

Jerry  White,  Capital  June  30 

33 

1 

7 

5 

65 

Total  Assets 

34 

2 

7 

7 

60 

Total  Liabilities  & Owner’s  Equity 

34 

2 

7 

7 

60 

:i3. 


1 

2 

3 

4 

5 

6 

1 

8 

Total 

Assets 

Total 

Liabilities 

Beginning 

Capital 

Revenue 

for  Period 

Expenses 
for  Period 

Net  Income 

or  Loss 

Drawings 
for  Period 

Ending 

Capital 

68 

0 

0 

0 

00 

6 

0 

0 

0 

00 

62 

0 

0 

0 

00 

11 

0 

0 

0 

00 

17 

0 

0 

0 

00 

(6 

0 

0 

0 

00) 

4 

0 

0 

0 

00 

52 

0 

0 

0 

00 

9 

0 

0 

0 

00 

9 

0 

0 

0 

00 

64 

0 

0 

0 

00 

49 

0 

0 

0 

00 

15 

0 

0 

0 

00 

8 

0 

0 

0 

00 

16 

0 

0 

0 

00 

33 

5 

0 

0 

00 

15 

5 

0 

0 

00 

18 

0 

0 

0 

00 

7 

0 

0 

0 

00 

13 

0 

0 

0 

00 

(6 

0 

0 

0 

00) 

11 

0 

0 

0 

00 

1 

0 

0 

0 

00 

48 

5 

0 

0 

00 

7 

0 

0 

0 

00 

41 

5 

0 

0 

00 

12 

0 

0 

0 

00 

8 

0 

0 

0 

00 

4 

0 

0 

0 

00 

2 

0 

0 

0 

00 

43 

5 

0 

0 

00 

13 

1 

7 

5 

00 

# 

13 

1 

7 

5 

00 

66 

0 

0 

0 

00 

36 

0 

0 

0 

00 

30 

0 

0 

0 

00 

4 

9 

0 

0 

00 

38 

2 

7 

5 

00 

55 

3 

0 

0 

00 

55 

3 

0 

0 

00 

7 

0 

0 

0 

00 

7 

0 

0 

0 

00 

■0 

■0 

55 

3 

0 

0 

00 

9 

2 

0 

0 

00 

1 

2 

0 

0 

00 

8 

0 

0 

0 

00 

3 

2 

0 

0 

00 

2 

3 

0 

0 

00 

9 

0 

0 

00 

2 

1 

0 

0 

00 

6 

8 

0 

0 

00 

15 

0 

0 

0 

00 

14 

0 

0 

0 

00 

1 

0 

0 

0 

00 

16 

3 

2 

0 

00 

8 

0 

9 

0 

00 

8 

2 

3 

0 

00 

8 

0 

0 

00 

8 

4 

3 

0 

00 

1 

36 

0 

0 

0 

00 

6 

3 

0 

0 

00 

29 

7 

0 

0 

00 

3 

0 

0 

0 

00 

7 

0 

0 

0 

00 

(4 

0 

0 

0 

00) 

12 

0 

0 

0 

00 

13 

7 

0 

0 

00 

21 

1 

0 

0 

00 

4 

0 

0 

0 

00 

17 

1 

0 

0 

00 

120 

0 

0 

0 

00 

55 

0 

0 

0 

00 

65 

0 

0 

0 

00 

6 

0 

0 

0 

00 

76 

1 

0 

0 

00 

r"‘~‘ 


The  circled  items  are  temporary  accounts. 


Office  Equipment 
Joe’s  Bakery  (creditor) 


Rent  Expense 


Bread  Revenue 


Cash 
Building 
Cash  Register 
E Harris,  Capital 


C^^^^ughnut  Revenue^ 
C^^^Harris,  DrawingT^ 
C^^^^pplies  Expense]^ 
C^^^lephone  Expense^ 
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2.  The  purpose  of  the  income  summary  account  is  to  isolate  the  net  income  for  the  period.  The  capital 
account  already  has  a balance,  so  adding  in  the  revenue  would  not  make  the  net  income  clear. 


3.  a.  11  Cash  12  Office  Equipment  13  Building 


bal  1800.00 

bal  4 000.00 

bal  23  000.00 

21  Harry’s  Plumbing  Co. 

22  Susan ’s  House  Cleaning  Co. 

31  Jack  Smith,  Capital 

2500.00  bal 

1500.00  bal 

(iv)  200.00 

24500.00  bal 
500.00  (Hi 

24  800.00 

32  Jack  Smith,  Drawings 

33  Income  Summary 

41  Revenue 

bal  200.00 

200.00  (iv) 

(ii)  1400.00 

1900.00  (i) 

(i)  1900.00 

1900.00  bal 

0.00 

(Hi)  500. 00 

500.00 

0.00 

0.00 

51  Rent  Expense 

52  Miscellaneous  Expense 

53  Salaries  Expense 

bal  500.00 

500.00  (ii) 

bal  300.00 

300.00  (ii) 

bal  600.00 

600.00  (ii) 

0.00 

0.00 

0.00 

b.  Refer  to  the  answer  provided  for  3. a. 
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Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

, 

Closing  Entries 

1 

2 

19xx 

Dec. 

31 

Revenue 

41 

1 

9 

0 

0 

00 

2 

3 

Income  Summary 

33 

1 

9 

0 

0 

00 

3 

4 

4 

5 

31 

Income  Summary 

33 

1 

4 

0 

0 

00 

5 

6 

Rent  Expense 

51 

5 

0 

0 

00 

6 

7 

Miscellaneous  Expense 

52 

3 

0 

0 

00 

7 

8 

Salaries  Expense 

53 

6 

0 

0 

00 

8 

9 

9 

10 

31 

Income  Summary 

33 

5 

0 

0 

00 

10 

II 

Jack  Smith,  Capital 

31 

5 

0 

0 

00 

II 

12 

12 

13 

31 

Jack  Smith,  Capital 

31 

2 

0 

0 

00 

13 

14 

Jack  Smith,  Drawings 

32 

2 

0 

0 

00 

14 

15 

IS 
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Section  I : Activity  4 


Jack  Smith 

Post-Closing  Trial  Balance 

December  31, 19xx 

Account  Title 

NO. 

Debits 

Credits 

Cash 

11 

1 

8 

0 

0 

00 

Office  Equipment 

12 

4 

0 

0 

0 

00 

Building 

13 

23 

0 

0 

0 

00 

Harry’s  Plumbing  Co. 

21 

2 

5 

0 

0 

00 

Susan’s  House  Cleaning  Co. 

22 

1 

5 

0 

0 

00 

Jack  Smith,  Capital 

31 

24 

8 

0 

0 

00 

28 

8 

0 

0 

00 

28 

8 

0 

0 

00 

Section  I:  Follow-up  Activities 
Extra  Help 


SORTING  ACCOUNTS 


Account  Title 

Income  Statement 

Balance  Sheet 

Debit 

Credit 

Debit 

Credit 

Cash 

✓ 

Office  Machines 

✓ 

Jones  Wholesale  (creditor) 

✓ 

Miscellaneous  Expense 

✓ 

Office  Equipment 

✓ 

Tools  Inc.  (creditor) 

✓ 

John  Wilson,  Capital 

✓ 

Rent  Expense 

✓ 

John  Wilson,  Drawings 

✓ 

Hardware  Revenue 

✓ 

APPENDIX 


85 


2. 


Quick  Cleaning  Company 

Income  Statement 

For  the  year  ended  December  31,  19xx 

Revenue 

Cleaning  Income 

14 

9 

0 

0 

00 

Expenses 

Advertising  Expense 

3 

0 

0 

00 

Salaries  Expense 

8 

5 

0 

00 

Utilities  Expense 

7 

5 

0 

00 

Total  Expenses 

1 

9 

0 

0 

00 

Net  Income 

13 

0 

0 

0 

00 

Quick  Cleaning  Company 

Balance  Sheet 

December  31,  19xx 

Assets 

Liabilities 

Cash 

3 

0 

0 

0 

00 

Apex  Supply  Co. 

8 

0 

0 

00 

Accounts  Receivable 

1 

5 

0 

0 

00 

Bank  Loan 

2 

3 

0 

0 

00 

Cleaning  Supplies 

4 

0 

0 

00 

Total  Liabilities 

3 

1 

0 

0 

00 

Cleaning  Equipment 

2 

0 

0 

0 

00 

Automobile 

3 

1 

0 

0 

00 

Owner’s  Equity 

Building 

12 

5 

0 

0 

00 

J.  Martin,  Capital,  Jan.  1 26  000.00 

Land 

18 

0 

0 

0 

00 

Add:  Net  Income  13  000.00 

Less:  Drawings  1 600.00 

Net  Increase  in  Capital  11  400.00 

J.  Martin,  Capital,  Dec.  31 

37 

4 

0 

0 

00 

Total  Assets 

40 

5 

0 

0 

00 

Total  Liabilities  & Owner’s  Equity 

40 

5 

0 

0 

00 

86 
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Enrichment 


Corrections  are  shown  in  colour. 
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Date 

Account  Title 

POST 

REF. 

Debits 

Credits 

1 

Closing  Entries 

1 

2 

19xx 

Dec. 

31 

Magazine  Revenue 

3 

0 

0 

0 

00 

2 

3 

Advertising  Revenue 

2 

0 

0 

00 

3 

4 

Income  Summary 

3 

2 

0 

0 

00 

4 

5 

5 

6 

31 

Income  Summary 

1 

8 

0 

0 

00 

6 

7 

Rent  Expense 

7 

0 

0 

00 

7 

8 

Salaries  Expense 

6 

5 

0 

00 

8 

9 

Ojftce  Expense 

5 

0 

00 

9 

10 

Selling  Expense 

4 

0 

0 

00 

10 

II 

II 

12 

31 

Income  Summary 

1 

4 

0 

0 

00 

12 

13 

J.  Reynolds,  Capital 

1 

4 

0 

0 

00 

13 

14 

14 

15 

31 

J.  Reynolds,  Capital 

4 

5 

0 

00 

15 

16 

J.  Reynolds,  Drawings 

4 

5 

0 

00 

16 

17 

17 

[Section  2:  Activity  I 

i‘' 

hi.  Each  department  would  look  at  what  it  had  spent  in  the  last  year,  the  number  of  students  expected  this 

I year,  and  the  total  amount  of  money  it  is  entitled  to  this  year.  In  that  way,  it  would  be  able  to  estimate  what 

! it  requires.  For  example,  if  the  physical  education  department  had  purchased  team  uniforms  last  year,  it 

1 would  not  require  them  this  year,  but  perhaps  there  is  other  sports  equipment  that  needs  to  be  replaced. 

1 

' 2.  Company  A would  have  to  revise  its  budget.  Perhaps  its  sales  would  decrease.  Perhaps  it  would  want  to 
, I increase  its  advertising  budget  to  increase  promotion  of  the  business.  If  it  is  selling  a product,  perhaps  it 

1 5 would  have  to  reduce  the  price  of  the  product  because  of  the  increased  competition.  Company  A really  will 

I not  know  the  effect  of  Company  B until  the  end  of  the  fiscal  year,  but  it  needs  to  prepare  for  the  changes 
i ^ and  revise  its  budget  accordingly. 

I 3.  The  company  would  want  to  revise  the  budget  to  take  into  consideration  this  increased  capital.  The 
i company  would  likely  distribute  this  money  among  departments  to  increase  department  budget  lines.  Or 
, perhaps  it  would  use  the  funds  to  pay  off  an  outstanding  mortgage  with  the  bank. 

!!  1.  Angelo’s  Sporting  Goods  is  a seasonal  business.  It  would  be  helpful  to  have  a budget  that  showed  sales  on 
ij.  a month-to-month  basis.  That  way,  the  owner  would  know  exactly  which  months  were  the  most  successful 
ij  from  the  point  of  view  of  sales.  For  example,  what  were  the  differences  between  July  this  year  and  July 
i : last  year? 
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BUSINESS  EVENTS 

Positive  Negative  No  Unknown 

Effect  Effect  Effect  Effect 

Simone  plans  to  purchase  a new 

laser  printer  which  prints  in  colour.  5 

This  should  have  limited  effect  on  ' ^ \ 

the  budget.  Simone  is  purchasing 
a new  asset  for  the  business.  . 

m E- 

Simone  plans  to  advertise  in  a local 
business  magazine  for  the  first  time. 

It  is  not  known  whether 
advertising  will  increase  Simone’s 
business,  since  it  is  the  first  time 
she  has  tried  it. 

I Section  2:  Activity  2 

1.  a.  You  may  have  completed  this  question  either  manually  or  with  a computer.  The  totals  are  shown. 


Simone’s  Office  Service 

Sales  Record  for  1 9xx 

Brochures 

Business 

Cards 

Invitations 

Financial 

Reports 

Miscellaneous 

Revenue 

Totals 

January 

8 

4 

7 

00 

4 

9 

4 

00 

3 

9 

3 

00 

3 

8 

4 

5 

00 

2 

9 

2 

00 

5 

8 

7 

1 

00 

February 

4 

9 

4 

00 

3 

0 

2 

00 

3 

4 

7 

00 

4 

8 

7 

5 

00 

3 

4 

2 

00 

6 

3 

6 

0 

00 

March 

1 

2 

3 

2 

00 

6 

4 

9 

00 

4 

8 

4 

00 

6 

4 

9 

5 

00 

1 

4 

9 

00 

9 

0 

0 

9 

00 

April 

6 

4 

5 

00 

8 

4 

8 

00 

4 

9 

4 

00 

7 

3 

4 

3 

00 

3 

3 

4 

00 

9 

6 

6 

4 

00 

May 

5 

8 

5 

00 

4 

9 

4 

00 

3 

2 

7 

00 

6 

4 

9 

5 

00 

1 

2 

9 

00 

8 

0 

3 

0 

00 

June 

8 

9 

5 

00 

7 

8 

5 

00 

4 

7 

4 

00 

3 

2 

7 

2 

00 

3 

4 

3 

00 

5 

7 

6 

9 

00 

July 

3 

5 

3 

00 

3 

8 

9 

00 

5 

7 

5 

00 

1 

3 

5 

0 

00 

3 

0 

9 

00 

2 

9 

7 

6 

00 

August 

2 

0 

9 

00 

6 

4 

9 

00 

3 

4 

2 

00 

1 

5 

6 

0 

00 

2 

6 

5 

00 

3 

0 

2 

5 

00 

September 

7 

8 

5 

00 

2 

0 

2 

00 

4 

3 

4 

00 

1 

7 

8 

0 

00 

4 

3 

6 

00 

3 

6 

3 

7 

00 

October 

4 

9 

4 

00 

2 

0 

9 

00 

3 

9 

3 

00 

2 

1 

0 

1 

00 

3 

6 

7 

00 

3 

5 

6 

4 

00 

November 

5 

9 

5 

00 

3 

0 

5 

00 

5 

6 

5 

00 

2 

8 

9 

5 

00 

2 

3 

2 

00 

4 

5 

9 

2 

00 

December 

6 

0 

0 

00 

6 

0 

5 

00 

8 

4 

7 

00 

1 

0 

4 

0 

00 

2 

6 

5 

00 

3 

3 

5 

7 

00 

Total 

7 

7 

3 

4 

00 

5 

9 

3 

1 

00 

5 

6 

7 

5 

00 

43 

0 

5 

1 

00 

3 

4 

6 

3 

00 

65 

8 

5 

4 

00 

b.  Total  sales  for  the  year  were  $65  854. 

c.  April  had  the  highest  sales  with  $9  664. 
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d.  July  had  the  lowest  sales  with  $2  976. 


Simone’s  Office  Service 

Sales  Budget 

For  the  year  ended  December  31,  19yy 

Budgeted 

I9xx 

Actual 

I9xx 

Budgeted 

19yy 

January 

5 

0 

0 

0 

00 

5 

8 

7 

1 

00 

6 

5 

0 

0 

00 

February 

6 

0 

0 

0 

00 

6 

3 

6 

0 

00 

7 

0 

0 

0 

00 

March 

9 

0 

0 

0 

00 

9 

0 

0 

9 

00 

9 

9 

0 

0 

00 

April 

10 

0 

0 

0 

00 

9 

6 

6 

4 

00 

10 

6 

0 

0 

00 

May 

9 

0 

0 

0 

00 

8 

0 

3 

0 

00 

8 

8 

0 

0 

00 

June 

6 

0 

0 

0 

00 

5 

7 

6 

9 

00 

6 

3 

0 

0 

00 

July 

3 

0 

0 

0 

00 

2 

9 

7 

6 

00 

3 

3 

0 

0 

00 

August 

3 

0 

0 

0 

00 

3 

0 

2 

5 

00 

3 

3 

0 

0 

00 

September 

3 

0 

0 

0 

00 

3 

6 

3 

7 

00 

4 

0 

0 

0 

00 

October 

3 

0 

0 

0 

00 

3 

5 

6 

4 

00 

3 

9 

0 

0 

00 

November 

4 

0 

0 

0 

00 

4 

5 

9 

2 

00 

5 

1 

0 

0 

00 

December 

3 

0 

0 

0 

00 

3 

3 

5 

7 

00 

3 

7 

0 

0 

00 

Total  for  Year 

64 

0 

0 

0 

00 

65 

8 

5 

4 

00 

72 

4 

0 

0 

00 

b.  Refer  to  the  answer  provided  in  2. a. 

3.  The  total  sales  for  the  month  does  not  tell  you  where  the  sales  were  generated. 


Simone’s  Office  Service 

Sales  Budget 

For  the  year  ended  December  31,  19yy 

Budgeted 

I9xx 

Actual 

I9xx 

Budgeted 

I9yy 

First  Quarter 

20 

0 

0 

0 

00 

21 

2 

4 

0 

00 

23 

4 

0 

0 

00 

Second  Quarter 

25 

0 

0 

0 

00 

23 

4 

6 

3 

00 

25 

7 

0 

0 

00 

Third  Quarter 

9 

0 

0 

0 

00 

9 

6 

3 

8 

00 

10 

6 

0 

0 

00 

Fourth  Quarter 

10 

0 

0 

0 

00 

11 

5 

1 

3 

00 

12 

7 

0 

0 

00 

Total  for  Year 

64 

0 

0 

0 

00 

65 

8 

5 

4 

00 

72 

4 

0 

0 

00 

b.  The  second  quarter  was  most  successful. 

c.  The  third  quarter  was  least  successful. 
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5.  a. 


I St 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  Individual 
Expenses 

Advertising  Expense 

2 

4 

4 

00 

6 

3 

4 

00 

2 

8 

9 

00 

3 

4 

9 

00 

1 

5 

1 

6 

00 

Delivery  Expense 

1 

0 

2 

00 

9 

0 

2 

00 

1 

0 

2 

00 

2 

0 

3 

00 

1 

3 

0 

9 

00 

Supplies  Expense 

1 

4 

0 

9 

00 

3 

6 

9 

4 

00 

1 

5 

8 

4 

00 

1 

3 

0 

2 

00 

7 

9 

8 

9 

00 

Salaries  Expense 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

6 

0 

0 

0 

00 

24 

0 

0 

0 

00 

Insurance  Expense 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

1 

0 

5 

00 

4 

2 

0 

00 

Rent  Expense 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

8 

0 

0 

00 

3 

2 

0 

0 

00 

Utilities  Expense 

4 

0 

9 

00 

6 

9 

4 

00 

5 

0 

3 

00 

4 

0 

2 

00 

2 

0 

0 

8 

00 

Miscellaneous  Expense 

8 

9 

00 

3 

2 

1 

00 

1 

4 

8 

00 

7 

8 

00 

6 

3 

6 

00 

Total  Expenses 

9i 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

b.  1st  quarter:  22% 
2nd  quarter:  32% 
3rd  quarter:  23% 
4th  quarter:  23% 


Simone’s  Ojfice  Service 

Budgeted  Income  Statement 

For  the  year  ended  December  31, 19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 
Year 

Revenue 

Brochures 

2 

5 

7 

3 

00 

2 

1 

2 

5 

00 

1 

3 

4 

7 

00 

1 

6 

8 

9 

00 

7 

7 

3 

4 

00 

Business  Cards 

1 

4 

4 

5 

00 

2 

1 

2 

7 

00 

1 

2 

4 

0 

00 

1 

1 

1 

9 

00 

5 

9 

3 

1 

00 

Invitations 

1 

2 

2 

4 

00 

1 

2 

9 

5 

00 

1 

3 

5 

1 

00 

1 

8 

0 

5 

00 

5 

6 

7 

5 

00 

Financial  Reports 

15 

2 

1 

5 

00 

17 

1 

1 

0 

00 

4 

6 

9 

0 

00 

6 

0 

3 

6 

00 

43 

0 

5 

1 

00 

Miscellaneous  Revenue 

7 

8 

3 

00 

8 

0 

6 

00 

1 

0 

1 

0 

00 

8 

6 

4 

00 

3 

4 

6 

3 

00 

Total  Revenue 

21 

2 

4 

0 

00 

23 

4 

6 

3 

00 

9 

6 

3 

8 

00 

11 

5 

1 

3 

00 

65 

8 

5 

4 

00 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

Net  Income 

12 

0 

8 

2 

00 

10 

3 

1 

3 

00 

1 

0 

7 

00 

2 

2 

7 

4 

00 

24 

7 

7 

6 

00 

Simone’s  Ojfice  Service 

Cash  Receipts  Budget  Schedule 

For  the  year  ended  December  31, 19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 

Year 

Cash  Sales  (10%) 

2 

1 

2 

4 

00 

2 

3 

4 

6 

00 

9 

6 

4 

00 

1 

1 

5 

1 

00 

6 

5 

8 

5 

00 

Plus  Receivables  this  Quarter  (40%) 

8 

4 

9 

6 

00 

9 

3 

8 

5 

00 

3 

8 

5 

5 

00 

4 

6 

0 

5 

00 

26 

3 

4 

1 

00 

Plus  Receivables  last  Quarter  (50%) 

6 

3 

0 

0 

00 

10 

6 

2 

0 

00 

11 

7 

3 

2 

00 

4 

8 

1 

9 

00 

33 

4 

7 

1 

00 

Total  Estimated  Cash  Receipts 

16 

9 

2 

0 

00 

22 

3 

5 

1 

00 

16 

5 

5 

1 

00 

10 

5 

7 

5 

00 

66 

3 

9 

7 

00 
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Simone’s  Office  Service 

Cash  Payments  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 

Year 

Total  Operating  Expenses 

9 

1 

5 

8 

00 

13 

1 

5 

0 

00 

9 

5 

3 

1 

00 

9 

2 

3 

9 

00 

41 

0 

7 

8 

00 

30%  of  Last  Quarter’s  Expenses 

2 

9 

4 

0 

00 

2 

7 

4 

7 

00 

3 

9 

4 

5 

00 

2 

8 

5 

9 

00 

12 

4 

9 

1 

00 

20%  Cash  (this  Quarter) 

1 

8 

3 

2 

00 

2 

6 

3 

0 

00 

1 

9 

0 

6 

00 

1 

8 

4 

8 

00 

8 

2 

1 

6 

00 

50%)  of  This  Quarter’s  Expenses 

4 

5 

7 

9 

00 

6 

5 

7 

5 

00 

4 

7 

6 

6 

00 

4 

6 

2 

0 

00 

20 

5 

4 

0 

00 

Total  Estimated  Cash  Payments 

9 

3 

5 

1 

00 

11 

9 

5 

2 

00 

10 

6 

1 

7 

00 

9 

3 

2 

7 

00 

41 

2 

4 

7 

00 

Simone’s  Office  Service 

Cash  Budget 

Eor  the  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Beginning  Cash  Balance 

9 

0 

0 

0 

00 

16 

5 

6 

9 

00 

26 

9 

6 

8 

00 

32 

9 

0 

2 

00 

Plus  Estimated  Cash  Receipts 

16 

9 

2 

0 

00 

22 

3 

5 

1 

00 

16 

5 

5 

1 

00 

10 

5 

7 

5 

00 

Total  Cash  Available 

25 

9 

2 

0 

00 

38 

9 

2 

0 

00 

43 

5 

1 

9 

00 

43 

4 

7 

7 

00 

Less  Estimated  Cash  Payments 

9 

3 

5 

1 

00 

11 

9 

5 

2 

00 

10 

6 

1 

7 

00 

9 

3 

2 

7 

00 

Ending  Cash  Balance 

16 

5 

6 

9 

00 

26 

9 

6 

8 

00 

32 

9 

0 

2 

00 

34 

1 

5 

0 

00 

10.  The  best  quarter  to  make  a capital  purchase  would  be  the  third  quarter,  because  there  is  more  available 
cash.  The  worst  quarter  would  be  the  first  quarter,  because  that  is  the  quarter  with  the  lowest  cash 
balance. 

Section  2:  Activity  3 

1.  The  revenue  from  invitations  increased  over  the  budgeted  figure. 

2.  The  financial  statements  revenue  is  much  lower  than  anticipated.  It  would  be  wise  for  the  company  to 
increase  advertising  in  this  area  to  promote  the  business,  because  it  makes  up  the  largest  portion  of  the 
revenue. 
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Simone’s  Ojfice  Service 

Comparative  Income  Statement 

For  the  second  quarter  ended  June  30,  19yy 

Budgeted 

I9yy 

Actual 

I9yy 

Increase/ 

Decrease 

Revenue 

Brochures 

2 125.00 

2200.00 

+ 75.00 

Business  Cards 

2127.00 

2 475.00 

+ 348.00 

Invitations 

1 295.00 

1 300.00 

i « r +5.00 

Financial  Reports 

17 110.00 

21  020.00 

+3  910.00 

Miscellaneous  Revenue 

806.00 

902.00 

+ 96.00 

Total  Revenue 

23  463.00 

27897.00 

+ 4 434.00 

Total  Operating  Expenses 

13  150.00 

16  450.00 

+3  300.00 

Net  Income 

10  313.00 

11  447.00 

+ F134.00 

I 4.  An  upward  trend  is  indicated. 

f, 

I 5.  The  bank  would  likely  want  to  see  income  statements  from  a longer  period  of  time,  and  not  just  three 
I months.  At  the  very  least,  Simone  should  combine  the  first  six  months  of  19xx  and  provide  this  statement 
to  the  bank. 

j Section  2:  Follow-Up  Activities 
; Extra  Help 

1 1.  Yuen  Chu  could  contact  other  similar  businesses  in  the  area,  and  they  might  share  information  with  her. 

She  could  look  at  the  economic  trends  in  the  community.  Since  it  is  fast-growing,  the  economy  is  probably 
I healthy.  Most  importantly,  Yuen  Chu  could  go  to  her  local  bank  for  advice  about  her  business. 

|f|2.  Dividing  the  budget  into  quarters  will  allow  the  owner  to  look  at  the  progress  of  the  business  over  a short 

' term,  and  make  changes  in  the  business  plan  before  it  is  too  late. 

'3.  The  need  to  maintain  a strong  credit  rating  and  meet  payroll  obligations  means  that  a company  should 
' keep  good  control  of  its  cash. 

I 4.  There  are  many  factors  that  could  have  accounted  for  an  increase  of  15%  in  sales  for  a short  period  of  time. 
. The  sales  figures  should  always  be  prepared  with  a conservative  mindset.  Cory  would  be  wiser  to  leave 

I his  budget  as  it  is  and  see  whether  there  is  an  increase  in  the  next  three  months  as  well. 


APPENDIX 


93 


Enrichment 


Cornucopia  Services 

Sales  Budget 

For  the  year  ended  December  31,  19xx 

Last 

This 

Change 

Year 

Year 

First  Quarter 

91  400.00 

91  400.00 

0.00 

Second  Quarter 

113  499.00 

130  524.00 

+ 17025.00 

Third  Quarter 

154  499.00 

154  499.00 

0.00 

Fourth  Quarter 

134  900.00 

155  135.00 

+20235.00 

Total 

494  298.00 

531  558.00 

+37260.00 

2.  A budget  would  give  Mrs.  Salvallagio  plans  to  compare  with  her  actual  figures.  With  two  sets  of  figures, 
she  may  be  able  to  increase  her  profits  and  decrease  her  expenses.  It  may  help  avoid  costly  errors. 


Archie’s  Recreation  Services 

Cash  Payments  Budget  Schedule 

For  the  year  ended  December  31,  19yy 

1st 

Quarter 

2nd 

Quarter 

3rd 

Quarter 

4th 

Quarter 

Total  for 

Year 

Total  Operating  Expenses 

12 

0 

0 

0 

00 

13 

0 

0 

0 

00 

13 

0 

0 

0 

00 

11 

5 

0 

0 

00 

49 

5 

0 

0 

00 

30%  of  Last  Quarter 

3 

4 

3 

5 

00 

3 

6 

0 

0 

00 

3 

9 

0 

0 

00 

3 

9 

0 

0 

00 

14 

8 

3 

5 

00 

20%  Cash 

2 

4 

0 

0 

00 

2 

6 

0 

0 

00 

2 

6 

0 

0 

00 

2 

3 

0 

0 

00 

9 

9 

0 

0 

00 

50%  of  This  Quarter 

6 

0 

0 

0 

00 

6 

5 

0 

0 

00 

6 

5 

0 

0 

00 

5 

7 

5 

0 

00 

24 

7 

5 

0 

00 

Total  Estimated  Cash  Payments 

11 

8 

3 

5 

00 

12 

7 

0 

0 

00 

13 

0 

0 

0 

00 

11 

9 

5 

0 

00 

49 

4 

8 

5 

00 

Section  3:  Activity  I 

Andrea’s  positive  characteristics:  Andrea  has  a strong  academic  background  and  she  has  worked  for  a large 
organization,  so  she  is  aware  of  what  work  is  like  for  a large  company. 

Jacob’s  positive  characteristics:  Jacob  possesses  excellent  work  experience  in  the  travel  industry,  even  though 
he  worked  for  a small  company.  He  also  possesses  technological  skills  and  appears  to  enjoy  working  with 
people. 

Both  candidates  would  be  qualified  for  the  position;  however,  Jacob  might  have  an  edge  because  of  his  work 
experience  in  a travel  agency. 
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Section  3:  Activity  2 


1.  Harrison  should  understand  the  importance  of  having  someone  from  outside  the  company  examine  the 
books  and  records.  An  external  audit  can  reveal  problems  in  the  accounting  process  because  the  auditors 
have  experience  with  a variety  of  companies.  In  other  words,  they  may  bring  suggestions  based  on  their 
experience.  Harrison  may  not  be  doing  a procedure  incorrectly,  but  there  may  be  a more  efficient 
method. 

2.  An  external  auditor  would  be  alerted  to  accounts  that  were  inactive  and  now  are  active  and  employees  who 
have  total  and  solitary  control  over  certain  account  areas  in  the  bank.  The  auditors  are  trained  to  look  for 
gaps  in  the  accounting  system  that  would  allow  for  fraud  and  theft. 

3.  Eric  needs  to  take  all  the  general  courses  that  are  required  so  that  he  will  not  be  limited  in  his  background 
and  experiences.  If  Eric  specializes  too  soon,  he  will  be  limited  to  working  as  a cost  accountant. 


5.  a.  Miko  has  held  the  following  accounting  jobs  since  graduation: 

• clerk  at  insurance  company 

• clerk  at  Ace  Business  Machines 

• clerk  at  publishing  company 

b.  The  courses  taught  Miko  not  only  basic  accounting  concepts  and  procedures,  but  also  the  importance 
of  organization,  accuracy,  and  thoroughness. 
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Section  3:  Follow-Up  Activities 
Extra  Help 

1.  Carole  has  made  an  excellent  choice  of  careers  in  financial  management.  Much  of  Carole’s  work  will 
involve  working  with  computers  and  technology,  which  do  not  require  much  mobility.  In  addition,  there 
are  varied  positions  involving  financial  management,  and  if  Carole  works  hard  and  is  successful,  the 
organization  that  employs  her  will  be  able  to  customize  the  position  to  fit  Carole’s  circumstances. 

2.  Andrew  should  have  an  accounting  background  so  that  he  will  be  able  to  analyse  financial  statements  and 
make  business  decisions  with  the  full  knowledge  of  their  financial  implications. 

Enrichment 

1.  Answers  will  vary.  Your  report  should  include  as  much  detail  as  possible,  including  how  you  contacted  the 
individual,  and  your  general  feelings  about  the  organization  and  the  position.  If  possible,  you  should 
obtain  employment  information  concerning  salaries  and  benefits. 

2.  Answers  will  vary  depending  on  the  area  that  you  live  in.  There  should  be  listings  for  each  of  the 
accounting  organizations.  A sample  ad  is  shown. 


McDonald  & Co. 

Established  in  1972 

“Professional  Services  at  Reasonable  Rates” 

We  provide  the  following  professional  services: 

• Income  Tax  Consultation 

• Complete  Accounting  and  Auditing  Services 

• Data  Processing  and  Financial  Statements 

#302  Westview  Place 
Stoneridge,  Saskatchewan 
M7W  3R9 
Phone:  555-6785 
Cellular:  555-2249 
Fax:  555-8921 
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